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Investment Recommendation 
We recommended a 3% repurchase of HealthEquity (Ticker: HQY) for the CSUF SMIF Portfolio, funded by 
cash. HQY is a provider of technological solutions and services for health savings accounts (HSA). They are 
positioned to benefit from rising health expenditures and increasing popularity of HSAs (17.9% HSA Total 
Assets CAGR from 2018 to 2021). HQY’s acquisition of WageWorks propels the company to become the 
leading player in the HSA market and the primary provider of consumer-directed benefits. Potential risks 
include potential legislation involving Medicare-for-All and failures to successfully integrate HQY’s 
WageWorks acquisition. Based on our outlook for the industry and HQY’s business, our discounted cash flow 
analysis assumes that shares of HQY are 34.3% undervalued relative to the stock’s intrinsic value of $69.05. 
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Business Overview 
HealthEquity (HQY), founded in 2002, provides technological solutions for healthcare savings and spending. The company 
offers cloud-based mobile and internet platforms for its users to manage health savings accounts (HSA’s), medical bills, 
and other healthcare decisions. The company’s customers are segmented into individual members called HSA members, 
insurance and employee benefits providers, and employers. HQY serves approximately 5.3 million HSA members totaling 
to $11.5 billion in custodial assets of January 31, 2020; a 34% and a 43% year-over-year (YoY) increase, respectively. 
Meanwhile, the company has over 45,000 employer partners and is contracted with 20 of the 50 largest medical plan 
providers such as Blue Shield and Blue Cross.          

                          Source: Bloomberg 

Catalysts 
Catalyst 1: Rising Healthcare Costs Create Demand for HSAs 
Healthcare in America, which accounted for 17.9% of 
2017 national gross domestic product, has a reputation 
for high insurance premiums, high deductibles, and large 
out-of-pocket costs. According to the Center for 
Medicare and Medicaid Services (CMS), total national 
health expenditures were $3.5 trillion; in other words, 
$10,739 per capita. The latter figure is twice as large as 
the global comparative average of $5,280 per capita. 
These already high national health expenditure figures 
are expected to outpace GDP growth by growing at a 
compound annual growth rate of 5.5% to $6.0 trillion 
over the next 9 years to 2027. As a result, the working 
population has turned towards cost-savings solutions, 
such as HDHPs and HSAs, to combat these high 
expenditures.       

   Source: Center for Medicare and Medicaid Services 
Catalyst 2: Acquisition of Wage Works 
On Aug. 30, 2019, HQY completed its acquisition of WageWorks Inc. (Ticker: WAGE), a provider of tax-advantaged 
benefits programs including consumer directed health, commuter, and other consumer directed benefits (CDBs). WAGE 
was acquired at $2 billion cash – a deal financed by Wells Fargo Bank. Though this acquisition placed significant debt 
(including the target company’s) onto HQY’s pristine balance sheet, the company intends on deleveraging 1x debt to 
EBITDA annually over the next five years by using its ability to convert 85% of its revenue into free cash flows.  
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In addition to adding 700,000 HSA accounts holding $1.4 billion in 
assets, this deal enables HQY to become a wholistic provider of 
CDB solutions. These CDBs outside of HSAs include health 
reimbursement accounts, flexible spending accounts, commuter 
benefits, and Consolidated Omnibus Budget Reconciliation Act 
(COBRA) health plans. In a survey performed by IK Research, 49% 
of employers prefer to consult one source for all CDB related items. 
Thus, HQY intends on adding WAGE’s business offerings in order 
to become a one-stop-shop for CDBs. Synergies are expected to 
reach $50 million offset by a one-time charge of $80 to $100 million. 
 
                Source: HealthEquity 2020 March Presentation   
 

Risks & Risk Mitigants 
Risk 1: Medicare-for-All Threatens Impact of HSAs 

As the 2020 election approaches, the democratic candidate Joe Biden has been entertaining the idea of systemic healthcare 
changes to solve the nation’s rapidly increasing healthcare costs. The goals of these proposed healthcare changes would 
provide government sponsored healthcare to more U.S. citizens. Proposals advocating the overhaul of private insurance 
pose the largest threat to HQY. If the government insures all Americans for most health problems, the need to save on health 
expenditures will decrease drastically. Fortunately for HQY, the candidates that had been pushing for this wide, systemic 
change have already dropped out.  Although Biden’s plan has inched closer to Medicare for All, current proposals have 
much less of an impact on HQY if enacted, as consumers can still benefit from controlling healthcare costs using HSAs. 
Most importantly, HQY is attempting to mitigate this potential risk by diversifying its offerings through its WAGE 
acquisition and through providing a scalable platform that creates price transparency for healthcare spending.  
 
Risk 2: Failure to Integrate WageWorks 
Failure for HQY to meet synergy targets with its WAGE acquisition can weigh on the company’s vision of becoming a 
single source for CDBs and send HQY’s stock on a downtrend. The company faces the challenge of integrating a business 
that faced slowing topline growth during 2018 in all segments except Commuter. During the same year, WAGE encountered 
reporting issues related to its 2016 and 2017 filings; resulting in the replacement of top management which drove investor 
confidence downwards.  
 
 
Since then, WAGE CEO Edgar Montes has salvaged pieces of HQY’s reputation by creating successful partnerships with 
other HSA brokers. Moving forward, HQY intends on integrating its award winning “DEEP Purple” culture in order to 
ensure faithful and ethical actions amongst former WAGE employees. HQY is also expecting one-time transition expenses 
of $80 to $100 million over the next two to three years. Though these fees surpass the expected deal synergies of $50 
million, they provide a long-term benefit by integrating WAGE’s platforms with HQY’s, unifying both brands, and 
supporting customer retention. Ultimately, investors will keep a close eye on HQY’s ability to turn WAGE’s revenue growth 
around.  
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Valuation 
Using the Discounted Cash Flow (DCF) Model, this valuation approach as of 4-16-2020 forecasted HealthEquity’s free 
cash flow for five years, from 2020 to 2024, followed by a residual period. Several valuation highlights are mentioned 
below.  

Revenue Growth Rate:  
o We significantly decreased our growth rates from our initial forecast beginning with 48% for 2021, which is 
based off of its 5-year average growth rate. This is regardless of HQY’s improved financial condition and it’s 
tremendous 85% growth rate this past year. From there, we steadily decrease revenue growth until we reach a 
terminal growth rate of 3.5%. 

Weighted average cost of capital (WACC) of 10% was derived from the costs and weights of equity and debt, as shown 
in Exhibit F. The company’s capital structure based on FY 2020 was 73% equity and 27% debt, which increased the 
company’s WACC as an increased equity capital structure results in a higher cost of capital.  

• The cost of equity of 11.39% was calculated using the Capital Asset Pricing Model (CAPM) method.  
o The risk-free rate on a 10-year U.S. Treasury Note as of April 16, 2020 was 0.61%.  
o Beta of 1.26 is the 3-year adjusted beta. 
o Equity Risk Premium of 8.56% was calculated using the average annualized 5-year return of the S&P 500 from 
2006 to 2018. 

• Assumed corporate tax rate of 21% was used given the new Tax Cut and Jobs Act enacted in 2017.  

• Assumed a terminal growth rate of 3.5% given that the company is experiencing double digit organic growth in a fast-
growing industry.  
 
Ultimately, based on the assumptions in the chart below, the intrinsic value of HQY is $69.05 per share compared to its 
current price of $45.35. This represents and undervaluation of 52.25%, making the stock a buy. 
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Disclosure 
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter 
into any legal relations, nor an advice or a recommendation with respect to such securities. This report is 
prepared for general circulation. It does not have regard to the specific investment objectives, financial situation 
and the particular needs of any recipient hereof. You should independently evaluate particular investments and 
consult an independent financial adviser before dealing in any securities mentioned in this report. The 
information or views in the report (“Information”) has been obtained or derived from sources believed by SMIF 
to be reliable. However, SMIF makes no representation as to the accuracy or completeness of such sources or 
the Information and SMIF accepts no liability whatsoever for any loss or damage arising from the use of or 
reliance on the Information. SMIF and its connected persons may have issued other reports expressing views 
different from the Information and all views expressed in all reports of SMIF and its connected persons are 
subject to change without notice. SMIF reserves the right to act upon or use the Information at any time, 
including before its publication herein. Except as otherwise indicated below, (1) SMIF, its connected persons 
and its officers and representatives may, to the extent permitted by law, transact with, perform or provide 
broking, underwriting, corporate finance-related or other services for or solicit business from, the subject 
corporation(s) referred to in this report; (2) SMIF, its connected persons and its officers and representatives may 
also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit 
business from, other persons in respect of dealings in the securities referred to in this report or other investments 
related thereto; and (3) the officers, employees and representatives of SMIF may also serve on the board of 
directors. (All of the foregoing is hereafter referred to as the “Subject Business”.) However, as of the date of 
this report, neither SMIF nor its representative(s) who produced this report (each a “research analyst”), has any 
proprietary position or material interest in, and SMIF does not make any market in, the securities which are 
recommended in this report. Each research analyst of SMIF who produced this report hereby certifies that (1) 
the views expressed in this report accurately reflect his/her personal views about all of the subject corporation(s) 
and securities in this report; (2) the report was produced independently by him/her/them; (3) he/she/they does 
not carry out, whether for himself/herself/their self or on behalf of SMIF or any other person, any of the Subject 
Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she/they 
has not received and will not receive any compensation that is directly or indirectly related or linked to the 
recommendations or views expressed in this report or to any sales, trading, dealing or corporate finance 
advisory services or transaction in respect of the securities in this report.  
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Appendix 
 
Appendix 1: Key 2019 Q2 Highlights  

 
 
Appendix 2: DCF (valuation as of 4-16-20) 
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Appendix 2B: EV BuildUp 

 
 
Appendix 2C: WACC Calculation 
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Appendix 3: SWOT Analysis 
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Sources 
CDC - HDHP Popularity 2007-2017: https://www.cdc.gov/nchs/data/databriefs/db317.pdf 
 
Global Healthcare Expenditure Per Capita 2017: https://www.healthsystemtracker.org/chart-
collection/healthspending-u-s-compare-countries/#item-average-wealthy-countries-spend-half-much-per-
person-health-u-s-spends 
 
HDHP enrollment increases: https://www.ahip.org/2017-survey-of-health-savings-accounts/ 
 
Healthcare GDP 2017: https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-
andReports/NationalHealthExpendData/NationalHealthAccountsHistorical.html 
 
Healthcare % of GDP 2018: https://www.statista.com/statistics/184968/us-health-expenditure-as-percent-of-
gdp-since1960/ 
 
HealthEquity Website: Offerings: https://healthequity.com/hsa/ 
 
Health spending 3.5 trillion, Per Capita Figures: https://www.ama-assn.org/about/research/trends-health-care-
spending 
 
Medicare for All Impacts: https://www.vox.com/2018/12/13/18103087/medicare-for-all-explained-single-
payer-healthcare-sanders-jayapal 
 
Motley Fool Interview 1: https://www.fool.com/investing/2019/07/19/like-vanguard-for-healthcare-costs-an-
interviewwi.aspx 
 
Motley Fool Interview 2: https://www.fool.com/investing/2019/07/19/like-vanguard-for-healthcare-costs-an-
interviewwi.aspx 
 
Wage 10-K  
 
WageWorks Partnerships: https://www.globenewswire.com/news-
release/2019/04/17/1805386/0/en/WageWorksContinues-Growth-of-Health-Savings-Accounts-through-
Expanded-Partnerships.html 
 
90% revenue predictability/visibility into the future: https://ir.healthequity.com/node/7216/html 
 
 
 


