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HMS Holdings continues to gain from its core Analytical
Services, which witnessed strong year-over-year growth in the
fourth quarter. Strong guidance for 2020 instills optimism in
the stock. HMS Holdings ended fourth-quarter 2019 on a
weak note, wherein both earnings and revenues missed their
respective Zacks Consensus Estimate.Cut-throat competition
in the U.S. medical cost containment space remains a
concern. Moreover, the company witnessed contraction in
both gross and operating margins in the quarter under review.
Further, economic stagnation due to global coronavirus
outbreak has added to the woes. The stock has
underperformed the industry in a year's time.
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Sales Estimates (millions of $)
Last EPS Surprise -12.9%

Q1 Q2 Q3 Q4  Annual*

Last Sales Surprise -4.7%

2021 173 E 192E 184 E 205 E 750 E
EPS F1 Est- 4 week change 12% 5020 162 E 175E 179E 190 E 706 E
Expected Report Date 05/08/2020 2019 148 A 168 A 147 A 163 A 626 A
Earnings ESP -10.2% .

EPS Estimates

Q1 Q2 Q3 Q4  Annual*

P/E TTM 22.7

2021 $0.28 E $0.35 E $0.33 E $0.42 E $1.36 E
P/E F1 222

2020 $0.25 E $0.30 E $0.30 E $0.36 E $1.22E
PEGF1 20 2019 $0.28 A $0.34 A $0.30 A $0.27 A $1.32 A
P/ISTTM 3.8

*Quarterly figures may not add up to annual.

The data in the charts and tables, including the Zacks Consensus EPS and Sales estimates, is as of 04/13/2020. The reports text is as of

04/14/2020.
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Overview

Based in Irving, TX, HMS Holdings Corp. (HMSY) offers cost
containment solutions in the United States. The company also provides
Coordination of Benefits (“COB”) services to government and
commercial healthcare payers.

The company's services enable customers to recover improper
payments, reduce fraud, waste and misuse, improve outcomes, and
increase retention apart from ensuring regulatory compliance.

HMS Holdings serves state Medicaid programs, commercial health
plans, federal government health agencies, government and private
employers, children's health insurance programs, and other healthcare
payers and sponsors.

As of December 31, 2018, HMS Holdings covered over 40 state
Medicaid programs and more than 325 health plans.

2019 at a Glance

Net revenues in 2019 amounted to $626.4 million, up 4.7% on a year-
over-year basis.

Analyzing the segments by product:
e Coordination of Benefits (COB) revenues - $397.1 million (64.5%).

e Analytical Services revenues summed $201.2 million (35.5%).
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Reasons To Buy:

A Solid Guidance: For 2020, the company anticipates revenues between $705 million and $715 million, HMS HoIdings is
indicating an improvement of 14.5-16.2% from the prior year. The mid-point of $710 million is higher Iiker to benefit from
than the Zacks Consensus Estimate of $701.9 million. . L

solid prospects in its

Net income is expected in the band of $76-$80 million, suggesting growth of 10.1-15.9% from the Payment Integrity

previous year. and TPM solutions.

Adjusted EBITDA is expected in the range of $185-$192 million, indicating an improvement of 12.8- The ) company IS
17.1% from the year-ago comparable period. consistently

_ _ _ _ _ providing a boost to

A Payment Integrity Solutions Hold Promise: Payment Integrity (“PI”) comes under HMS Holdings’ . d

unique suite of Analytical Services apart from Population Health Management (“PHM”) solutions. margm; . an

profitability.

The company’s Pl services ensure healthcare payments are accurate and appropriate. These
services are applicable to all customers HMS serves, including federal and state governments,
commercial health plans and other at-risk or self-insured entities.

Pl has been benefitting from greater throughput in the implementations process, expedited customer approvals for new PI edits, applied
technology to streamline processes, increased coder productivity and accelerated revenue generation. Management expects Pl to be a
significant contributor to the Analytical Services wing in 2020. The company continues to witness expansion of its Pl client footprint in both the
commercial health plan and government markets.

Of late, the company has signed its second Medicaid managed care plan to leverage its population risk intelligence solution. The plan aims to
target conditions like opioid abuse, at-risk pregnancies and chosen non-ADHD medications for those who were not receiving behavioral
therapy.

Per management, HMS Holdings commenced a research project with an Australia-based digital health research organization with an aim to
leverage leading U.S. and Australian Universities to research healthcare issues of critical importance. Notably, the company’s work with
Stanford University is focused on detecting potential risk factors for opioid abuse and misuse, which is an international healthcare crisis.

A Population Health Management Gaining Ground: In the second quarter 2019 earnings call, HMS Holdings announced that the company
has renamed its newest solution set as Population Health Management (PHM) to better align with market nomenclature. The set comes under
HMS Holdings’ unique suite of Analytical Services apart from Pl solutions. The company’s TPM services consist of population risk analytics,
consumer engagement and care management solutions, which are the result of internal product development and acquisitions of Essette and
Eliza in 2016 and 2017, respectively. TPM has been a significant top-line contributor for HMS Holdings.

PHM revenues totaled $16.6 million in the quarter under review, up 3.8% on a year-over-year basis in fourth-quarter 2019. Moreover, the
company expects the momentum in the PHM business line to continue in the near term as well. It also anticipates solid revenue growth on an
annual basis driven by introduction of new and improved solutions and expansion of its share of important clients. The company continues to
gain traction in the market with its sales pipeline being solid.



Reasons To Sell:

W Shares Down: Over the past year, shares of the company lost 10.7% compared with the industry's fall HMS Holdings faces
of 8.8%. : Stiff competition and contractlon- in both grogs andlc‘)peratmg margins continue to WEIgh. on a hlghly regulated
the stock’s performance.Further, the ongoing economic volatility on account of the global coronavirus . .
outbreak is hampering the stock environment in

almost every state it
operates. This apart,
stiff competition in
Gross margin was 33.6% of net revenues, down 140 bps year over year. the U.S. healthcare

insurance benefit

W Weak Q4 Trends: In fourth-quarter 2019, revenues at Coordination of Benefits (COB) segment unit
declined 0.3% year over year to $98.6 million.

Selling, general and administrative expenses totaled $29.2 million, up 9% year over year. Operating

income in the fourth quarter was $25.7 million, down 7.7% from the year-ago quarter. Operating _COSt Contamment
margin was 15.7%, down 220 bps from the prior-year quarter. mdustry IS
concerning for the

W Strict Regulatory Environment: HMS Holdings faces a highly regulated environment in almost every
state it operates. Federal Acquisition Regulations, the U.S. Foreign Corrupt Practices Act, federal and
state employment, equal opportunity and affirmative action laws, federal and state prompt pay
statutes, healthcare fraud, waste and abuse laws, and more are the regulations that the company
needs to comply with for carrying out its operations.

company.

Furthermore, the company has to fulfill specific legal requirements everywhere that includes the tough antitrust regulations. Violating
healthcare or other regulations under public law can result in extensive legal repercussions. These include the dismissal of important federal
certifications, penalties, fines, recalls, increased costs (for fulfilling regulatory requirements), exclusion from reimbursement programs of the
respective government health care system, or even a total or partial ban on business operations.

Adding to the concerns, changes in the law (especially relating to reimbursement) in such a difficult regulatory environment can also impact
the company’s fundamental business model and the implementation of strategy.

W Cutthroat Competition in Cost-Containment Space: The U.S. healthcare insurance benefit cost containment industry offers cost
containment services, both directly and indirectly (through subcontracting). Competition is therefore robust in this dynamic industry as
customers have many alternatives available to them.

The competitive environment for payment integrity services includes some of the companies that provide coordination of benefits services.
Within the care management and risk analytics sector, HMS Holdings compete primarily with vendors who provide these and other population
health management technology services.

HMS Holdings’ primary competitors include Accenture plc, Cotiviti Corporation, DXC Technology Company, Equian LLC, EXL Service
Holdings, Inc., Experian Health, IBM Watson Health, LexisNexis, MedHok, Inc. and more.

W Debt: As of Dec 31, 2019, the outstanding principal balance under HMS Holdings’ Credit Agreement was $240 million. A huge debt is likely
to adversely impact the company’s financial condition and its ability to operate the business. In fact, if the debt is not paid off in the right time,
it might get difficult for HMS Holdings to generate sufficient cash flows to meet the debt service obligations or capital requirements.



Last Earnings Report

HMS Holdings Q4 Earnings and Revenues Miss Estimates

HMS Holdings Corp. reported adjusted earnings per share of 27 cents in fourth-quarter 2019,
which lagged the Zacks Consensus Estimate of 31 cents by 12.9%. Further, the bottom line
declined 12.9% from the year-ago quarter.

Revenues of $163.4 million missed the Zacks Consensus Estimate by 4.4%. However, the top
line improved 4.9% on a year-over-year basis.

2019 at a Glance

Quarter Ending

Report Date

Sales Surprise
EPS Surprise
Quarterly EPS
Annual EPS (TTM)

In 2019, the company reported revenues worth $626.4 million, which improved 4.7% from the previous year.

Adjusted EPS for the year was $1.12, up 7.7% from the previous year.
Q4 Segmental Analysis by Product
Analytical Services

Revenues at this segment were $65 million in the fourth quarter, up 14.2% year over year.

Within Analytical Services, Pl revenues (excluding Medicare RAC) amounted to $48.4 million, up 18.3% year over year.

PHM revenues totaled $16.6 million in the quarter under review, up 3.8% on a year-over-year basis.

COB

12/2019

Feb 21, 2020
-4.65%
-12.90%

0.27

1.19

Revenues at the Coordination of Benefits (COB) segment amounted to $98.6 million in the fourth quarter, down 0.3% year over year.

Margin Analysis

Total cost of services in the reported quarter was $108.6 million, up 7.3% year over year.

Gross profit came in at $54.8 million, which inched up 0.5% from the prior-year quarter. Gross margin was 33.6% of net revenues, down 140 bps

year over year.

Selling, general and administrative expenses totaled $29.2 million, up 9% year over year. Operating income in the fourth quarter was $25.7
million, down 7.7% from the year-ago quarter. Operating margin was 15.7%, down 220 bps from the prior-year quarter.

Financial Update

Cash and cash equivalents as of Dec 31, 2019, amounted to $139.3 million, down 22.2% from the prior-year quarter.

Cumulative cash provided by operating activities at the end of the fourth quarter came in at $133.2 million, compared with $96.5 million reported

in the year-ago quarter.

2020 Guidance

For 2020, the company anticipates revenues between $705 million and $715 million, indicating an improvement of 14.5-16.2% from prior year.

The mid-point of $710 million is higher than the Zacks Consensus Estimate of $701.9 million.

Net income is expected in the band of $76-$80 million, suggesting growth of 10.1-15.9% from the previous year.

Adjusted EBITDA is expected in the range of $185-$192 million, suggesting growth of 12.8-17.1% from the year-ago comparable period.



Valuation

HMS Holdings’ shares are down 8.6% and 10.7% in the year-to-date and trailing 12-month periods, respectively. Stocks in the Zacks sub-
industry are down 11.9% while the Zacks Medical sector is down 9.7% in the year-to-date period. Over the past year, the Zacks sub-industry is
down 8.8% while the sector is down 6.7%.

The S&P 500 index is down 13.6% in the year-to-date period and down 4.6% in the past year.

The stock is currently trading at 21.5X Forward 12-months earnings, which compares to 54.2X for the Zacks sub-industry, 19.7X for the Zacks
sector and 18.1X for the S&P 500 index.

Over the past five years, the stock has traded as high as 44.7X and as low as 15.5X, with a 5-year median 27.7X.

Our Neutral recommendation indicates that the stock will perform in-line with the market. Our $28 price target reflects 22.6X forward 12-months
earnings.

The table below shows summary valuation data for HMSY.

Valuation Multiples - HMSY
Stock  Sub-Industry Sector S&P 500

Current 2153 8417 19.711 18.11
P/E F12M 5-Year High 44 66 5417 21.07 19.34
5-Year Low 15.46 24 52 15.81 15.19
5-Year Median 21.M 32.18 18.81 17.45
Current 3.30 1.93 2.53 3.07
PIS F12M 5-Year High 5.16 314 384 344
5-Year Low 145 1.61 225 254
5-Year Median 2.97 0.28 2.96 3.00
Current 279 2.58 348 3.69
P/B TIM 5-Year High 479 427 5.06 455
5-Year Low 132 2.13 290 284
5-Year Median 2.82 3.06 4.30 3.63

As of 04/13/2020



Industry Analysis zacks Industry Rank: Top 20% (50 out of 253)
B Industry Price
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Top Peers

Computer Programs and Systems, Inc.

180 (CPSI) Outperform
140 35 Inovalon Holdings, Inc. (INOV) Outperform
30 Performant Financial Corporation (PFMT) Outperform
120 25 Accenture PLC (ACN) Neutral
100 Cerner Corporation (CERN) Neutral
20
80 DXC Technology Company. (DXC) Neutral
15 International Business Machines Neutral
B0 10 Corporation (IBM)
40 Allscripts Healthcare Solutions, Inc. (MDRX) Neutral
20186 2017 2018 2018 2020
Industry Comparison Industry: Medical Info Systems Industry Peers
HMSY Neutral X Industry S&P 500 ACN Neutral  IBM Neutral INOV Outperform
VGM Score B - - B | B ]
Market Cap 2.38B 263.74 M 19.08 B 109.70 B 107.63 B 252B
# of Analysts 5 4 14 11 7 4
Dividend Yield 0.00% 0.00% 2.19% 1.85% 5.35% 0.00%
Value Score (D] - - (c] (c] (D]
Cash/Price 0.06 0.07 0.06 0.05 0.08 0.04
EV/EBITDA 15.72 -0.47 11.58 14.92 8.69 18.27
PEG Ratio 1.99 1.75 2.06 2.28 1.90 NA
Price/Book (P/B) 2.79 2.78 2.58 6.89 5.11 3.66
Price/Cash Flow (P/CF) 16.36 11.72 10.19 19.36 6.13 14.43
P/E (F1) 21.84 18.93 17.15 22.76 9.52 27.31
Price/Sales (P/S) 3.80 3.27 2.07 2.46 1.40 3.92
Earnings Yield 4.51% -1.85% 5.67% 4.39% 10.51% 3.69%
Debt/Equity 0.30 0.06 0.70 0.17 2.58 1.37
Cash Flow ($/share) 1.65 -0.03 7.01 8.91 19.75 1.13
Growth Score (D) - - (D) (A)
Hist. EPS Growth (3-5 yrs) 25.36% 14.79% 10.92% 11.33% -3.50% -12.95%
Proj. EPS Growth (F1/F0) -7.88% -1.72% -1.91% 3.04% -0.63% 14.42%
Curr. Cash Flow Growth -3.87% 16.47% 5.93% 8.06% 2.09% 38.14%
Hist. Cash Flow Growth (3-5 yrs) 11.42% 10.83% 8.55% 9.75% -3.76% 14.60%
Current Ratio 3.92 1.40 124 1.38 1.02 1.97
Debt/Capital 22.97% 14.92% 42.36% 14.34% 72.05% 57.89%
Net Margin 13.93% -25.69% 11.64% 11.13% 12.23% 1.13%
Return on Equity 11.51% -17.63% 16.74% 32.87% 62.27% 9.12%
Sales/Assets 0.53 0.57 0.54 1.43 0.53 0.33
Proj. Sales Growth (F1/F0) 12.63% 10.63% 0.45% 3.03% -0.57% 9.48%
Momentum Score (c] - - (c] (D]
Daily Price Chg 1.16% -0.59% -2.62% -3.01% -0.29% -1.52%
1 Week Price Chg 9.19% 8.00% 16.01% 16.94% 14.26% 5.91%
4 Week Price Chg 40.40% 10.39% 14.48% 13.13% 22.27% 13.64%
12 Week Price Chg -5.88% -22.41% -21.69% -17.51% -12.41% -19.11%
52 Week Price Chg -10.64% -24.66% -14.14% -3.75% -15.81% 37.13%
20 Day Average Volume 873,974 390,374 3,634,618 3,953,343 6,714,427 587,476
(F1) EPS Est 1 week change 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
(F1) EPS Est 4 week change -1.16% -1.28% -5.74% -2.82% -4.71% -3.13%
(F1) EPS Est 12 week change -9.20% -11.42% -8.41% -3.08% -3.64% 1.97%
(Q1) EPS Est Mthly Chg -7.02% -3.24% -10.28% -11.67% -4.06% -4.35%



Zacks Style Scores

The Zacks Style Score is as a complementary indicator to the Zacks rating system, giving investors a way

) : . o Val
to focus on the highest rated stocks that best fit their own stock picking preferences. P

) . . Growth Score
Academic research has proven that stocks with the best Value, Growth and Momentum characteristics

outperform the market. The Zacks Style Scores rate stocks on each of these individual styles and assigns Momentum Score
a rating of A, B, C, D and F. We also produce the VGM Score (V for Value, G for Growth and M for
Momentum), which combines the weighted average of the individual Style Scores into one score. This is VGM Score

c BEINCINE]

perfectly suited for those who want their stocks to have the best scores across the board.

As an investor, you want to buy stocks with the highest probability of success. That means buying stocks with a Zacks Recommendation of
Outperform, which also has a Style Score of an A or a B.

Disclosures

This report contains independent commentary to be used for informational purposes only. The analysts contributing to this report do
not hold any shares of this stock. The analysts contributing to this report do not serve on the board of the company that issued this
stock.The EPS and revenue forecasts are the Zacks Consensus estimates, unless indicated otherwise on the reports first page.
Additionally, the analysts contributing to this report certify that the views expressed herein accurately reflect the analysts personal views as to the
subject securities and issuers. ZIR certifies that no part of the analysts compensation was, is, or will be, directly or indirectly, related to the
specific recommendation or views expressed by the analyst in the report.

Additional information on the securities mentioned in this report is available upon request. This report is based on data obtained from sources we
believe to be reliable, but is not guaranteed as to accuracy and does not purport to be complete. Any opinions expressed herein are subject to
change.

ZIR is not an investment advisor and the report should not be construed as advice designed to meet the particular investment needs of any
investor. Prior to making any investment decision, you are advised to consult with your broker, investment advisor, or other appropriate tax or
financial professional to determine the suitability of any investment.This report and others like it are published regularly and not in response to
episodic market activity or events affecting the securities industry.

This report is not to be construed as an offer or the solicitation of an offer to buy or sell the securities herein mentioned. ZIR or its officers,
employees or customers may have a position long or short in the securities mentioned and buy or sell the securities from time to time.ZIR is not a
broker-dealer.ZIR may enter into arms-length agreements with broker-dealers to provide this research to their clients.Zacks and its staff are not
involved in investment banking activities for the stock issuer covered in this report.

ZIR uses the following rating system for the securities it covers. Outperform- ZIR expects that the subject company will outperform the broader
U.S. equities markets over the next six to twelve months. Neutral- ZIR expects that the company will perform in line with the broader U.S.
equities markets over the next six to twelve months. Underperform- ZIR expects the company will underperform the broader U.S. equities
markets over the next six to twelve months.

No part of this report can be reprinted, republished or transmitted electronically without the prior written authorization of ZIR.



