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DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye Risk 
Management is not a broker dealer and does not make investment recommendations. This research does not constitute an offer to 
sell, or a solicitation of an offer to buy any security. This research is presented without regard to individual investment preferences 
or risk parameters; it is general information and does not constitute specific investment advice.  This presentation is based on 
information from sources believed to be reliable. Hedgeye Risk Management is not responsible for errors, inaccuracies or 
omissions of information.  The opinions and conclusions contained in this report are those of Hedgeye Risk Management, and are 
intended solely for the use of Hedgeye Risk Management’s clients and subscribers.  In reaching these opinions and conclusions, 
Hedgeye Risk Management and its employees have relied upon research conducted by Hedgeye Risk Management’s employees, 
which is based upon sources considered credible and reliable within the industry.  Hedgeye Risk Management is not responsible 
for the validity or authenticity of the information upon which it has relied.  
 
TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its contents are 
prohibited.  For more detail please refer to the appropriate sections of the Hedgeye Services Agreement and the Terms of Use at 
www.hedgeye.com 

LEGAL 
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PLEASE SUBMIT QUESTIONS TO 

QA@HEDGEYE.COM 
TO BE ANSWERED AT THE END OF THE CALL 



THE HOLX DEBATE 
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THE DEBATE 

THINPREP IS IN SECULAR DECLINE 
The Cervical Cancer Screening Guidelines of 2012, recommend Pap testing, typically done every 
year, be administered far less frequently for women with a normal result.  The recommended 
intervals can range from every 3 years to as long as every five years. 

3-D TOMO ONLY A MODEST POSITIVE 
After approval in 2011, the next generation mammography system, 3-D Tomosynthesis, has seen 
a slow ramp.  Significant equipment expense and the lack of a reimbursement code from CMS 
have hindered adoption. 

GEN-PROBE AND ACTIVISTS 
Mirroring the response to peak FFDM growth and subsequently acquiring CYTC, following the 
release of the 2012 Cervical Cancer Screening Guidelines, HOLX acquired Gen-Probe.  Before 
and since the acquisition, underperformance has been followed by activists and management 
changes. 

SOURCE: HEDGEYE  
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HOLX HISTORY  
A BUMPY RIDE FROM $100M TO $6B IN MARKET CAP 

SOURCE: BLOOMBERG, COMPANY FILINGS, FDA 



HEDGEYE  7 

RELATIVE RETURNS 
GREAT RETURNS 2000-2006, BUT TERRIBLE SINCE 

SOURCE: BLOOMBERG, COMPANY FILINGS, FDA 



HEDGEYE  8 

EPS GROWTH EXPECTATIONS 
MASSIVE DECELERATION AND VOLATILITY SINCE 2007 

SOURCE: BLOOMBERG, HEDGEYE ESTIMATES 



THINPREP 
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THINPREP IS IN SECULAR DECLINE 
The Cervical Cancer Screening Guidelines of 2012 recommend Pap/ThinPrep testing, previously 
done every year routinely, be administered far less frequently for women with a normal result.  
The recommended intervals range from every 3 years (-66%) to as long as every 5 years (-75%). 

SURVEY TOOL TO FOLLOW AND FORECAST 
We have been following trends in Pap testing with a monthly survey of 50 OB/GYNs.  The 
cumulative reported decline ranges from -16% to -28% with an estimated additional 2.0 to 2.5 
years to reach guideline compliance.  We’re modeling -10% year over year declines. 

THINPREP TAILWINDS  
Physician and patient reluctance for longer intervals, share gains (DGX), ACA insurance 
expansion, and patient volume at the practice level are key offsets near term.  With modest Gen-
Probe growth offsetting ThinPrep declines, we’re modeling flat Diagnostic revenues. 

SOURCE: HEDGEYE  
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THINPREP IN SECULAR DECLINE 
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PAP SURVEY RESULTS 
-10% DECLINE A REASONABLE FORECAST 

DATA SOURCE: HEDGEYE SURVEY   
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

PHYSICIAN GUIDELINE COMMENTS 

DANGEROUS MEDICINE 
The physicians fear both losing the income from an 
annual visit as well as missing cancers in patients 
under the new recommendations. 

PATIENTS WANT ANNUAL TESTING 
It takes time and effort to educate patients.  From 
these comments, it doesn’t sound like and easy 
discussion. 

DATA SOURCE: HEDGEYE SURVEY 
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PT VOLUME INDEX POSITIVE (>50) 

PATIENT VOLUME SURVEY 

January was 
weak 
compared to 
Nov/Dec, but 
positive 
overall for 
March 
quarter. 
Commercially 
insured 
volume looks 
solid despite 
the weather. 

DATA SOURCE: HEDGEYE SURVEY 
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ACA SHOULD INCREASE HPV/PAP BY +4% TO +17% 

ACA UPTICK HPV/PAP 

With +7M 
insured 
during the 
ACA’s first 
year of open 
enrollment, 
we’re just 
below the 
25% uptake 
rate on this 
table, or near 
what could be 
a +lsd impact 
to volume. 

DATA SOURCE: NAMCS, CENSUS, HEDGEYE ESTIMATES 
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DECLINING REVENUE CONTRIBUTION 

THINPREP MATTERS LESS OVER TIME 

The 
importance of 
ThinPrep’s 
decline fades 
over the 
coming years. 

DATA SOURCE: COMPANY FILINGS, HEDGEYE ESTIMATES 



MAMMOGRAPHY 
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3-D RAMP HAS BEEN SLOW 
Revenue contribution since the approval of 3-D has thus far not been enough to offset declining 
2D sales and ThinPrep. Our survey shows linear adoption since we began the survey Sep-12, but 
the rate has accelerated in recent months.. 

SURVEY TO MONITOR AND FORECAST ADOPTION 
Since September 2012 we have tracked the number of facilities advertising a 3-D Tomosynthesis 
system. As of March 31, 2014 there are 529 facilities with a 3-D Tomo system, or 6% penetrated 
into US Mammography facilities. 

TAILWINDS TO ADOPTION  
Reimbursement CPT code for 2015 (likely to be higher than 2D), greater sensitivity and 
specificity, fewer callbacks (anecdotally unprofitable), competitive landscape for facilities 
(downstream care $$), higher ASP, incremental workstation sales, replacement cycle, ACA. 

SOURCE: HEDGEYE  
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3-D TOMOSYNTHESIS 
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BREAST HEALTH UP ONLY 10% IN 3 YEARS 

BREAST HEALTH SLOW 

Revenue 
contribution 
from 3-D Tomo 
to Breast 
Health has 
been modest at 
best  
 High system 
cost  
 Lack of a CPT 
reimbursement 
code.   

SOURCE: COMPANY FILINGS, HEDGEYE ESTIMATES 
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FACILITY SURVEY 

Monthly updates collect the facility name, address, and website.  F2Q14 is a record quarter at +82 facilities. 
529 FACILITIES AS OF MAR 31, 2014  

SOURCE: HEDGEYE TOMO TRACKER 
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ADOPTION CURVE ACCELERATING 

FACILITY PENETRATION 

The variance 
between actual 
and predicted 
is 0.51% and 
falling.  Monthly 
updates 
influence the 
projection 
based on the 
S-Curve 
adoption 
formula. 

DATA SOURCE: MQSA, HEDGEYE TOMO TRACKER 
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PLACEMENT RATE ACCELERATING 

WEEKLY PLACEMENT RATES 

Based on our 
survey, 
weekly 
placements of 
3-D Tomo 
systems are 
accelerating. 

DATA SOURCE: MQSA, HEDGEYE TOMO TRACKER  
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

MAMMOGRAPHY IS COMPETITIVE 

MOST FACILITIES COMPETE 
Over half of all Mammography facilities compete 
within their respective city or zip code with at least 
one other facility. 

ADVERTISING DRIVES VOLUME  
Mammography drives a continuum of downstream 
care and facility revenue, including biopsy, surgery, 
and cancer treatment.   

DATA SOURCE: MQSA, HEDGEYE ESTIMATES 
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4 YEARS OF DECLINE REVERSING 

MAMMOGRAPHY MARKET GROWTH 

Peak growth in 
2007 was 
followed by a 
4yr decline. 
Mammogram 
guidelines, 
higher 
throughput 2D 
machines, and 
the Great 
Recession, 
likely all 
played a role.  

DATA SOURCE: MQSA, HEDGEYE ESTIMATES 
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MAMMOGRAPHY INCREASE OF +2% TO +10% 

ACA UPTICK MAMMOGRAPHY 

Current 2014 
ACA uptake is 
near the 25% 
level on the 
table, but 
likely skewed 
toward older 
and higher 
volume 
patients on 
this table. 

DATA SOURCE: NAMCS, CENSUS, HEDGEYE ESTIMATES 



VALUATION 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

WHAT’S THE RIGHT MULTIPLE? 

EV/EBITDA DISTRIBUTION 
Since 2007, the EV/EBITDA multiple range has 
averaged 9.9X, with a low of 6.7X in 2011 and a high 
of 18.7X in 2007. 

SALES & EPS GROWTH REGRESSION 
Surprisingly, DEBT/EBITDA is not a significant driver 
of the EV/EBITDA multiple, but earnings and sales 
growth are. 

DATA SOURCE: BLOOMBERG, COMPANY FILINGS, HEDGEYE ESTIMATES 
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HIGHER GROWTH, HIGHER MULTIPLE 

REGRESSING GROWTH VS MULTIPLE 

Greater 
visibility on 
upside in 
2015 is our 
key price 
catalyst.  
Modest 
revenue 
upside in the 
short term will 
advance our 
view. 

DATA SOURCE: COMPANY FILINGS, HEDGEYE ESTIMATES 



ACTIVISTS 
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Activist shareholders 

• Steve MacMillan is a solid start to management changes. We’ve heard investor frustration, and 
experienced our own over the years, with the recently departed members of the management team. 

• It’s unclear to us what may be the best corporate actions, either divestitures of Skeletal Health or GYN 
Surgery, or something else.  The bigger risk appears that recent comments by Steve MacMillan indicate 
less dramatic moves than what the street may be expecting. 

 
Growth over balance sheet de-levering   

• Our analysis shows that the multiple paid for HOLX largely ignores balance sheet leverage.  The 
multiple is far more closely correlated with revenue and EPS growth. 

 

Reliability, reporting transparency, and guidance 

• GAAP vs. Non-GAAP reconciliations at the segment level would be helpful. 

• MD&A commentary is obscure and highly variable.  Greater attention needs to be given to how key 
metrics are disclosed and the story communicated. 

• Recent guidance appears conservative and achievable, which is a good place to start. 

THE HEDGEYE ACTIVIST SLATE 
GROWTH & TRANSPARENCY 



RISKS 
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3-D Tomo reimbursement may be weak: Radiologists have indicated the need for an 
incremental 30% to 50% in reimbursement for broad 3-D Tomo adoption.  The significant 
system price, longer image acquisition and read times, incremental workstation cost to store 
and read images, and favorable view of 3-D screening value, all point higher 
reimbursement.  
 
GE may take share: GE’s 3-D Tomo approval is rumored for 2014.  GE’s approval may have 
been the catalyst for CMS to finally review a CPT code this year.   
 
ThinPrep may decline faster than we expect: Aggressive MCO tactics, first line HPV 
testing, and HPV vaccination are all possible risks to faster than expected declines. We 
should be able to see changes in the growth rate with our monthly survey.  We don’t have 
great visibility on GPRO/Panther yet, but expert anecdotes are positive. 
 
Dilutive transaction(s): We don’t have an edge on activist led transactions, but we’d prefer 
growth over deleveraging.  

RISKS TO OUR THESIS 



Q&A 

PLEASE SUBMIT YOUR QUESTIONS BY EMAIL 
qa@hedgeye.com 

 
FOLLOW US ON TWITTER  

@HedgeyeHC 

mailto:qa@hedgeye.com�


FOR MORE INFORMATION CONTACT: 

SALES@HEDGEYE.COM 
203.562.6500 
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