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Overview

• Avenir is a value-based investment manager founded in 2011

• We bring a long-term, owner-oriented approach to global public equity markets

• Avenir follows a high conviction, research-driven investment process

• Our investment strategy is underpinned by a background in private equity



Investment Idea: HCA Healthcare (HCA)
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Price: $75

Market Capitalisation: $26.5bn

Enterprise Value: $60.4bn
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Source: HCA website September 2017, Capital IQ December 2017
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HCA: Why do we like it?
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HCA has a strong financial track record of growing revenue and margin stability

Financial Year

Revenue EBITDA Margin

Democrat Republican Democrat

$41.5bn  
19.7%

$9.4bn  
19.6%

1997
Balanced  

Budget Act
RecessionRecession

Source: Capital IQ December 2017
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HCA has delivered stable margins over a long time
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Source: Capital IQ December 2017
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HCA has leveraged 6% annual revenue growth into 16% annual EPS Growth

Total Revenue ($m) EBITDA($m) EPS

Source: Capital IQ December 2017
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The bulk of the industry is not-for-profit hospitals

80% of the  

industry is  

not-for-profit

30% of US
hospitals are  

breakeven or worse  

at the operating  

profit level

Operating Margin

-7% – 5%

5% – 15%

-10% – 2%

59%
Not-for-profit

21%
For-profit

20%
State/Local  

Govt.

Source: American Hospital Association, Henry J. Kaiser Family Foundation, Avenir analysis December 2017 

Case Study: HCA



For-profit  

hospitals are 24%  

lower cost than  

not-for-profit’s

For-profit hospitals have a significant cost advantage

Not-for-profit

$2,413

59% 20% 21%
% of  

industry

State/localGovt.

$2,013

For-profit

- 24%

- 9%

Inpatient cost per day ($)

$1,831

Source: American Hospital Association, Henry J. Kaiser Family Foundation December 2017
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HCA is the dominant hospital operator in the for-profit sector

HCA relative  

market share:  

2.1x
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1. Acute care only

2. Revenue LTM through September 2017

Source: Capital IQ December 2017
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HCAis dominant in the local markets in which it operates

HCAranks

#1 or #2

in 26 of 38  

markets

HCA’s

average local  

market share  

is 25%

HCA

operates in  

20 of the 30

fastest growing  

markets

Source: HCA website December 2017
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HCA’s scale and geographic focus provide significant competitive advantages

Factor Advantage

Large urban markets
Greater commercial payor mix  
Greater focus on high-end services

Revenue
‘Sunbelt’ states Aging demographics

Multiple access points  
Dominant local scale

Attractive to payors  
Negotiating leverage

Industry leading capex Able to attract best physician groups

Operating leverage Overheads, information technology, etc

HealthTrust purchasing group

Industry purchasing group  
Supply chain management  
Pharmaceutical managementCosts

Temporary staffing business
Run industry temporary staffing business  
Reduce temporary staff costs

Multiple access points Manage case/acuity mix
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HCA’s competitive advantage is demonstrated by long-term margin superiority
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1. Industry Average is made up of Tenet Healthcare, Community Health Systems, LifePoint Health and Universal Health (acute care only)

Source: Capital IQ December 2017
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The hospital industry is expected to continue growing strongly
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Source: Centres for Medicare & Medicaid Services, Office of the Actuary December 2017

Case Study: HCA



The hospital industry is surrounded by regulatory noise
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Industry structure reduces regulatory risk

• 79% of hospitals are not-for-profit  
and/or government owned

• On average 11 hospitals per  
congressional district

• 30% of hospitals are at breakeven  
or worse at the operating profit level

• Hospitals #1 or #2 largest  
employer per district

• Limited ability to reduce  
reimbursement rates

• Bad politics to close your  
largest employer

Multiple failed attempts by Republican controlled congress  
to pass health care legislation in 2017

Source: American Hospital Association December 2017
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HCA has followed a disciplined acquisition strategy

Source: HCA website, Capital IQ December 2017
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HCA  
CEO

31 October 2017

It’s probably  

our best acquisition  

pipeline we’ve had
for 15-20 years

Source: HCA conference call 31st October 2017
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Weak competitors provide M&A opportunity

Community  
Health

Tenet  
Healthcare

Share Price
(since June 2015)

- 92% - 74%

Net Debt / EBITDA 8.1x 7.2x

Debt as % of EV 97% 93%

(EBITDA-Capex) /  
Interest

1.1x 1.2x

Current

$88

5%

Current

12%-15%

Target
EBITDA

Margin

2019E

$210

2017Acquisitions

EBITDA($m)

$272

8 out of 10  
acquisitions  

from THC  
& CYH

Source: Credit Suisse report November 2017, Capital IQ, Avenir analysis December 2017 
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HCA has room to grow in a fragmented industry

Relative  

market share:  

2.1x

HCA Average Local Market Share

25%

HCA National Market Share

5%

Source: Capital IQ, HCA management June 10th 2015
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HCA has adopted a balanced approach to capital allocation

Cash flow  

from Operations1

$29.4bn

Investing in Growth

Delivering Shareholder Value

Capital Expenditure

$13.8bn

Special Dividends

$3.2bn

Acquisitions

$4.4bn

Share Buybacks

$9.9bn

1. Cash flow from operations since March 2011 IPO to September 2017. Numbers do not add due to increased debt

Source: HCA conference call 31 October 2017
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HCA is undertaking an aggressive share repurchase program
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2013

437

$500 $1,750 $2,397 $2,751 $1,475 = $8.9bn
Amount  

($m)

2014

434

2015 2016

408

377

Sept 20171

355

R. Milton Johnson, CEO  

31 October 2017

The board

has approved a new
$2 billion share  

repurchase authorization

1. 9 months to 30 September 2017

Source: Capital IQ, HCA conference call 31 October 2017
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Material dry powder for value creation

Debt Increase

$8.4bn

2018E – 2020E

$15.2bn

Dry Powder1
=

57%

of Market Cap2

Free Cash Flow

$6.8bn

1. Assumes the company borrows up to 4.5x 2020E EBITDA

2. Assumes share price of $75 and 354m shares outstanding

Source: Avenir analysis December 2017
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HCA can continue to deliver double digit EPS growth

EBITDA($m) # Shares outstanding (m) EPS ($)1

1. Based on year-end share count 

Source: Capital IQ, Avenir analysis December 2017
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HCA is undervalued1

7.0x

EBITDA

7.9%

FCF Yield

10.9x

P/E

11.2%

Adj. FCF Yield2

1. FY2018E

2. Assumes 70% of Capex is maintenance. Management have stated 45% of capex is maintenance

Source: Avenir analysis December 2017
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HCA stock is worth $120 with ongoing buybacks

$75

Current HCA  

share price

• 3% EBITDA growth

• $1.5bn/yr buyback

• 7.5x EBITDA

• 5% EBITDA growth

• $2.0bn/yr buyback

• 7.5x EBITDA

60%

upside

$140

$120

86%
upside

Source: Avenir analysis December 2017 
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HCA has attractive tax optionality

2017EPS

$6.73

X X =Potential  
Tax Cuts

Declining  
Share Count

Tax Exempt  
Competitors

2017 tax savings per share1

$2.09

2017 PF EPS

$8.82

31%

upside

1. Assumes a decline in US tax rate to 20% and proportionate decline of HCA tax rate. Assumes 2020E share count

Source: Avenir analysis December 2017
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What does HCA offer?
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The information contained in this presentation is current as the date of this presentation unless otherwise specified. It is provided by Avenir Capital Pty Limited (ABN 40 

150 790 355, AFSL 405 469) (Avenir Capital). It is intended solely for holders of an Australian Financial Services Licence or other wholesale clients (as defined in the 

Corporations Act 2001 (Cth)). This presentation is made for informational purposes only and should be regarded as general information rather than advice. It does not 

constitute an offer, invitation or recommendation for any particular investment decision. Any information provided or conclusions made, whether express or implied, do 

not take into account of any person’s objectives, financial situation or needs. Because of that, each person should, before acting on any this information, consider its 

appropriateness, having regard to their objectives, financial situation and needs. 

In preparing this presentation, Avenir Capital has relied on publicly available information and sources believed to be reliable, however, the information has not been

independently verified by Avenir Capital. While due care and attention has been exercised in the preparation of this presentation, Avenir Capital gives no representation, 

warranty (express or implied) as to the accuracy, completeness or reliability of the information contained in this presentation. The information in this presentation is also 

not intended to be a complete statement or summary of the industry, markets, securities or developments referred to in the presentation. Avenir Capital is not licensed or 

authorised to provide tax advice. We strongly recommend that an investor seek professional financial, taxation and social security advice for their individual 

circumstances.  Any examples used are for illustration purposes only. Any opinions expressed in this presentation, including as to future matters, may be subject to 

change. Opinions as to future matters may be affected by inaccurate assumptions or by known or unknown risks and uncertainties and may differ materially from results 

ultimately achieved. Past performance is not a reliable indicator of future performance. 


