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The maximum 
preferred exposure 

for cash is 100%. The 
maximum preferred 

exposure for each of 
the other asset 
classes is 33%. 
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STYLE FACTOR FAVORABILITY 
Got growth? the conclusion is that market consensus continues to favor the growth exposure 
that has outperformed, and the difference in the trading environment between the Russell 
2000 ETFs and the index is pretty wide. The two charts on the following slides will show you 
that 1) The Russell 2000 Growth index is in a much lower vol environment, 2) but the premium 
paid for protection on top of that market trend is the same as IWM and IWN – this means the 
market expects the volatility environment between growth and value to remain divergent going 
forward which mirrors the psychology that follows divergent returns YTD: IWO is +9.3% YTD 
vs. -0.8% for IWN (our view remains the same on growth exposures, but knowing the set-up to 
manage that exposure daily is a key part of the process). 
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LABOR     
The Fed Flow of Funds data for1Q showed labor’s share of national income rising +3bps to 
67% vs revised 4Q16 estimates.  As we’ve highlighted, we’ve been in a little bit of a goldilocks 
setup the last quarter or two as labor’s share of income has remained solid as corporate 
margins and profits have expanded against trough profit recession comps. From here, in the 
face of still weak productivity trends and near full employment, further improvement in returns 
to labor are paid for via corporate margin compression. The nascent upturn in productivity 
growth will need to persist to keep goldilocks going for both companies and consumers.  
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UK 
And so could PM May follow the likes of David Cameron and Matteo Renzi in voting 
themselves out of office?  At least for now, yesterday’s general election delivered a hung 
parliament, with the Conservatives failing to obtain an overall majority, in fact early estimates 
suggest 8 seats short. May has called for the formation of a new government, but the stronger 
performance of Labour calls into question just who (and what voice) will lead the UK going 
forward, and the outcome will surely shape the Brexit path forward.  The Pound/Dollar fell -2% 
overnight and we expect the cross to continue to bleed lower given the increased uncertainty 
around the structure of the government. 



ANDERW FREEDMAN & ALEX ROSS  
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MAJOR THEMES 2Q17 

• TRUMP RALLY BLUES FOR OUR SHORTS, MULTIPLE MADNESS 
• INSURED MEDICAL CONSUMER GROWTH SLOWING 
• HARD AND SOFT DATA, DOES IT MATTER TO HEALTH CARE? 
• PROVIDER LABOR COST PRESSURE EMERGING AS A CRITICAL 

HEADWIND  
• MATERNITY TRENDS WORSENING 
• BIO-DOLLARS, CLINCIAL TRIAL TREND, WEAKNESS EMERGING 
• REPEAL AND REPLACE, THE PATH FORWARD 
• LEGISLATION NOT NEEDED, REGULATION TOOLS IN PLACE 
• MEDICAID IS OVER-ENROLLED AND LIKELY TO DECLINE 
• EXPANSION FROM HERE NEUTRAL TO NEGATIVE 
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HEALTH CARE POSITION MONITOR 

Data Source: Factset 

Hedgeye’s “bench” represents Hedgeye’s outlook on companies currently under Hedgeye’s review, or for which timing is not right for greater coverage.  Hedgeye may or may not provide further 
commentary on any or all companies represented on the bench and representation of a company on the bench does not forecast whether Hedgeye will or will not issue any additional material on that 

company.  
 

Sentiment Investment Ideas - Longs Trade Trend Tail Sentiment Investment Ideas - Shorts Trade Trend Tail

Score1 LONG Score1 SHORT
---  

35 ATHN athenahealth, Inc.    100 QSII Quality Systems, Inc. ---  

41 EXAS Exact Sciences Corporation    97 HOLX Hologic, Inc.   
82 HQY HealthEquity Inc   ---
65 CERN Cerner Corporation   
46 HCA HCA Holdings, Inc.   
46 ZBH Zimmer Biomet Holdings, Inc. ---  
23 AMN AMN Healthcare Services, Inc.   
18 MDRX Allscripts Healthcare Solutions, Inc.   

1 MD MEDNAX, Inc.   

1 CPSI Computer Programs and Systems, Inc. ---  

Sentiment Long Bench Sentiment Short Bench

Score1 LONG Score1 SHORT

12 EVH Evolent Health Inc Class A --- --- --- 71 OMCL Omnicell, Inc. --- --- ---
55 ILMN Illumina, Inc. --- --- --- 69 LH Laboratory Corporation of America Holdings --- --- ---
82 HQY HealthEquity Inc --- --- --- 62 ABCO Advisory Board Company --- --- ---

38 DGX Quest Diagnostics Incorporated --- --- ---
24 TDOC Teladoc Inc --- --- ---
15 CYH Community Health Systems, Inc. --- --- ---
10 LPNT LifePoint Health, Inc. --- --- ---
5 THC Tenet Healthcare Corporation --- --- ---

1Percentile rank within sub-sector ( 1 = High Short Interest, Negative Sell Side, Relative Underperformer  / 100 = Low Short Interest, Positive Sell Side, Relative Outperformer)
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INSURED POPULATION 

Data Source: Kaiser, BLS, CMS, & Hedgeye Estimates  
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HEALTH CARE AND SOCIAL ASSISTANCE JOLTS 

Data Source: BLS  
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HEALTH CARE EMPLOYMENT GAINS 

Data Source: BLS  

0

50

100

150

200

250

300

350

400

450

500
Rolling 12-month Healthcare Employment Gains

April 2000 - December 2001 
19 Months 

April 2014 - October 2015 
19 Months 



20  © Hedgeye Risk Management LLC. All Rights Reserved. 

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5% Employment - Health care y/y growth %

HEALTH CARE EMPLOYMENT 
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Data Source: BLS  

May 2017 
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HOSPITAL EMPLOYMENT 

Data Source: BLS  

May 2017 
+1.9% 
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OFFICES OF PHYSICIANS EMPLOYMENT 

Data Source: BLS  

May 2017 
+2.4% 
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Data Source: BLS  

April 2017 
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PHARMA EMPLOYMENT 

Data Source: BLS  

April 2017 
+3.4% 
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VETERINARY EMPLOYMENT 

Data Source: BLS  

April 2017 
+5.0% 
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CERN | DIFFICULT TO SUSTAIN $2B NEW CLIENT BOOKINGS 

LICENSED SOFTWARE GROWTH WILL COME UNDER PRESSURE (~12% SALES) 
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CERN | EHR REPLACEMENT CASH FLOW SCHEDULE 

REVENUE DECLINES BY 80% AFTER YEAR-3 POST CONTRACT EXECUTION 

Data Source: HIMSS ANALYTICS 

 $-

 $2

 $4

 $6

 $8

 $10

 $12

 $14

 $16

Execution FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022

E
H

R
 R

e
p

la
ce

m
e

n
t 

C
a

sh
 F

lo
w

 S
ch

e
d

u
le

 (
m

ill
io

n
s)

 Capital Operating

September 
2013 

Note: Cash Flows represent revenue received by 
Cerner by paid by Hospital for an EHR 
implementation.  Numbers show are from an actual 
2013 Cerner contract for a hospital system with 
~2,400 licensed beds. 
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CERN | EPS GROWTH ESTIMATE REVISIONS AND MULTIPLE 
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CERN | PRICE-TO-LONG TERM EARNINGS GROWTH 

MORE EXPENSIVE TODAY THAN WHEN WE FIRST PUT SHORT ON IN SEP-2016 
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HOSPITAL CORPORATION OF AMERICA 
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HCA | SS EQUIVALENT ADMISSIONS 

Data Source: Company Filings & Hedgeye Estimates 
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HCA | CHANGE IN COMMERCIAL MIX YOY% 

Data Source: Company Filings 
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MEDNAX 
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MATERNITY CONTINUES NEGATIVE 

SOURCE: CDC & HEDGEYE ESTIMATES 
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IS THE MEDNAX STORY BROKEN? 

DATA SOURCE: FACTSET & COMPANY FILINGS 
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“UNEMPLOYED - LOOKING”  

Data Source: CPS 
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Excess labor supply even tighter for nurse 
population at a mere 0.30% 
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EXAS | #CITWRONG 
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EXAS | SHORT INTEREST 

Data Source: Factset 
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EXAS | CITRON SHORT REPORT 

Data Source: Company Filings 

• On May 15th Exact Sciences (EXAS) was down as much as -8% after Citron 
Research issued a short report on the company. 

• Many of Citron's arguments around pricing are factually incorrect. 
• Citron’s PAMA analysis is wrong. The report fails to mention that PAMA puts a 

10% limit on the downside for pricing from 2018-2020. 
• The report also fails to mention that the PAMA rate is based off of contracted 

rates only which EXAS’ management has been vocal about not contracting 
below the Medicare price of $512. 

• Citron claims that tests per provider have been flat and “can only get worse”. We 
have seen a steady increase in this metric and believe it more likely near an 
inflection point to the upside. 

• Citron claims EXAS doesn’t disclose test per provider metric. EXAS provides the 
number of tests and number of providers which are needed to calculate this metric. 

• Ultimately, there was nothing new released in the Citron report that we believe 
will matter to the stock over the next 9-12 months.  
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UNH ISSUES POSITIVE COLOGUARD COVERAGE DECISION 

Data Source: www.unitedhealthcareonline.com & Cologuardtest.com 

Effective July 1, 2017 

Effective April 1, 2017 

http://www.cologuardtest.com/
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MDRX | MELTING ICE CUBE  
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MDRX | BOOKINGS HISTORY AND FORECAST 
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U.S. ALLSCRIPTS SUNRISE INSTALLED BASE (EHR + CPOE) 

TOP 25 REPRESENT 68% OF INSTALLED BASE / 30% AT-RISK OR REPLACING 
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66 Health Systems /  
32% Installed Base  

43% of Health 
System on Epic 

Ascension One 
Strategy Migrate 

to Cerner 

Consultant Suggest Move to 
Cerner or Epic as Inevitable; 

SCM Master Agreement 
ends 2020 

Signed Contract w/Epic in 
2015; Go-live scheduled 

beginning 2Q17 through 2018 

Merger w/Abbington 
Health; 45% Health 

System on GE 
Centricity 

2016 RWJ Merger w/Barnabas 
Health; 80% of Health System 

on Cerner and indicated as go-
forward solution when Allscripts 

contract ends 2020 

Implementing Epic since 2016 
for 2,176 beds replacing 

Allscripts Sunrise; 759 beds / 
3 hospitals go-live this year 

Affiliation with St. Josephs 
(Best of Breed) that 

merged with Providence 
Health (Epic Shop) 

DATA SOURCE: HIMSS ANALYTICS AND HEDGEYE ESTIMATES 
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MANAGEMENT’S GROWTH ALGORITHM 

~0-2% 

~3 - 6% 
DATA SOURCE: INVESTOR PRESENTATION 
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APPENDIX 
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ATHN | ACTIVIST RISKS & OPPORTUNITIES 
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ELLIOTT ASSOCIATES ACTIVIST CAMPAIGN HISTORY 

DATA SOURCE: FACTSET/SHARK REPELLANT 

Campaign Type # Campaigns % Total
Maximize Shareholder Value 30 24
13D Filer - No Publicly Disclosed Activism 28 22.4
Board Representation 26 20.8
Vote/Activism Against a Merger 21 16.8
Vote Against a Management Proposal 6 4.8
Hostile/Unsolicited Acquisition 5 4
Board Control 3 2.4
Vote For a Stockholder Proposal 2 1.6
Enhance Corporate Governance 2 1.6
Vote For a Management Proposal/Support Management 1 0.8
Remove Director(s), No Dissident Nominee to Fill Vacancy 1 0.8
Remove Officer(s) 0 0
Support Dissident Group in Proxy Fight 0 0
Total - All Campaigns 125 100
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ATHN | ACTIVIST RISKS AND OPPORTUNITIES 

Data Source: Company Filings 

• Don’t Touch (Fight) Jonathan Bush - We believe his antics and strong personality 
have done the company more good than bad over time, and believe he is ‘crazy 
like a fox’ and not certifiably insane like some suggest.  

• Hire Inpatient Talent – Inpatient is more complicated and requires a different 
implementation approach and mindset compared to ambulatory.  

• Careful Cost Cutting – While we wouldn’t describe athenahealth’s cost-structure 
as bloated or inefficient, there are likely areas where the company could pull back 
on that may drive an additional 200-400bps in operating margin expansion over 
time. 

• Strategic M&A – With core ambulatory growth slowing, valuations down, and 389 
vendors responsible for the bottom 25% of the practice management market, 
athenahealth could embark on a more aggressive roll-up campaign. 
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AMBULATORY EMR MARKET SHARE  
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511 Vendors Control 
31% of the Ambulatory 

EHR Market 

Share Donors 

Share Takers 30% Mar 2017  <- 28% Dec 2015 

52% Mar 2017  <- 54% Dec 2015 

DATA SOURCE: SK&A 
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CERN | RELATIVE PERFORMANCE 

Data Source: Factset 
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HCIT RELATIVE PERFORMANCE 

Data Source: Factset 
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