FOURTH QUARTER FISCAL 2020 EARNINGS CONFERENCE CALL
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Legal
FORWARD LOOKING STATEMENT:
This presentation contains “forward-looking statements” within the meaning of federal securities laws. Any statements made in this presentation that are
not statements of historical fact, including statements about our beliefs and expectations, are forward-looking statements. Forward-looking statements
include information concerning possible or assumed future results of operations, including, but not limited to, our first quarter fiscal 2021 guidance, the
supplemental information and assumptions regarding fiscal 2021, the potential length and impact of COVID-19 and descriptions of our business plans and
strategies. These statements often include words such as “anticipate,” “expect,” “suggest,” “plan,” “believe,” “intend,” “estimate,” “target,” “project,”
“should,” “could,” “would,” “may,” “will,” “forecast,” “outlook,” “potential,” “continues,” “seeks,” “predicts,” and the negatives of these words and other
similar expressions. Forward-looking statements involve known and unknown risks, uncertainties, including, but not limited to, the uncertainty around the
length and severity of the COVID-19 pandemic; the ongoing impact of the COVID-19 pandemic on our operations and financial results, on our customers
and on national, state and local economies; and new risks that may arise due to responses to the pandemic by the government, our customers and us;
and other factors disclosed in the Registration Statement on Form S-4 (No.333-236234) and the Annual Report on Form 10-K for the year ended March 31,
2020 in the section entitled “Risk Factors,” as such factors may be updated from time to time in our periodic filings with the SEC, and other factors that
may cause our actual results, performance or achievements to be materially different from any future results, performance or achievements expressed or
implied by the forward-looking statements. Given these uncertainties, you should not place undue reliance on any forward-looking statements in this
release. All forward-looking statements are based on information currently available to Change Healthcare and are qualified in their entirety by this
cautionary statement. The statements herein speak only as of the date such statements were first made. Except to the extent required by law, Change
Healthcare assumes no obligation to update any such forward-looking statements or other statements included in this release..
NON-GAAP MEASURES DISCLOSURE:
In the Company’s earnings releases, prepared remarks, conference calls, slide presentations and webcasts, there may be use or discussion of non-GAAP
financial measures. The GAAP financial measure most directly comparable to each non-GAAP financial measure used or discussed, and a reconciliation
of the differences between the comparable GAAP financial measure and each non-GAAP financial measure are included in this presentation after the
consolidated financial statements. These non-GAAP financial measures that are calculated and presented on the basis of methodologies other than in
accordance with generally accepted accounting principles in the United States of America (“GAAP”). These non-GAAP financial measures should be
considered only as supplemental to, and not as superior to, financial measures prepared in accordance with GAAP.
ADOPTION OF NEW REVENUE RECOGNITION STANDARD:
Change Healthcare adopted the new revenue recognition accounting standard Accounting Standards Codification ("ASC") 606 effective April 1, 2019
on a modified retrospective basis. Financial results for reporting periods during fiscal year 2020 are presented in compliance with the new revenue
recognition standard. Historical financial results for reporting periods prior to fiscal year 2020 are presented in conformity with the prior revenue
recognition standard ASC 605. This presentation and the related press release includes additional information to reconcile the impacts of the adoption of
the new revenue recognition standard on the Company's financial results for the three and twelve month periods ended March 31, 2020. This includes
the presentation of financial results during fiscal year 2019 under ASC 605 for comparison to the prior year.
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Overview and
Business Update
Neil de Crescenzo
President and CEO
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Change Healthcare – Fourth Quarter FY20 CEO Summary
Financial Results
Q4 FY2020

Solutions
Revenue
$787m

Adjusted EBITDA
$264m

Adjusted Net
Income
$133 m
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Business Highlights

Business
Continuity

Strong FY2020
Performance

Advancing
Market
Leadership

New Innovation

Virtual Care
Enablement

National
Payments
Connector

Virtual Front
Desk
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Significant Decline In Utilization Due To COVID-19
Medical Claims

120%

Transaction Volume (In %)

110%

Volume In %

Pre-Covid Volume

Lowest Volume

104%

100%

90%

80%

70%

38%
below
PreCovid
levels at
the
lowest

60%

74%

As of
5/30/20
26% below
Pre-Covid
levels

62%

50%

Week Of
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Financial Performance
Fredrik Eliasson
EVP and Chief Financial Officer
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ASC 606 Impact on Q4 FY’20 Reported Results
In millions except EPU

Consolidated Revenue(1)

Q4 FY'20

Impact

Q4 FY'20

ASC 606

ASC 606

ASC 605

$

Solutions Revenue(1)
EBITDA
Net Income
(2)

Diluted EPU

843

$

(11) $

854

787

(11)

797

50

(5)

55

(109)

(1)

(108)

(0.34)

(0.00)

(0.34)

Adjusted EBITDA

264

(5)

269

Adjusted Net Income

133

(1)

134

Adjusted Diluted EPU(2)

0.42

(0.00)

0.42

606 vs. 605 Impact

Revenue Impact:
• ASC 606 revenue negatively impacted by $10.6 million
including a $12.3 million negative impact from ASC 606
in S&A offset by a $1.7 million increase in TES
• COVID-19 negative impact of $6.2 million

Expense Impact:
• Operating expenses decreased by $5.8 million due to
extension of amortization period of deferred commissions
and contract set-up costs

Note 1: Segment totals include corporate eliminations.
Note 2: Common units of Change Healthcare LLC are equivalent to the number of outstanding common shares of Change Healthcare Inc. and membership interests of Change Healthcare LLC held by subsidiaries of McKesson.
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Q4 FY’20 Strong Core Performance (ASC 605)
In millions except EPU

Consolidated Revenue

Q4 FY'20 Q4 FY'19

%

ASC 605

ASC 605 Change(3)

$

$

854

836

2.1%

797

778

2.4%

55

189

(70.8%)

Net Income

(108)

38

(386.5%)

Diluted EPU(2)

(0.34)

0.15

(327.1%)

Adjusted EBITDA

269

257

4.7%

Adjusted Net Income

134

126

6.1%

Adjusted Diluted EPU

0.42

0.50

(14.8%)

Diluted Number of Units(2)

320

253

26.2%

Solutions Revenue
EBITDA

(1)

Q4 FY'20 Business Highlights
• Solutions Revenue and Adjusted EBITDA growth includes:
– $6.2 million revenue impact due to COVID-19

– $12.4 million from planned contract elimination in TES
– Impact from optimization of Connected Analytics
• Adjusted EBITDA Margins of 33.8% up 80bps
– Driven by revenue growth, ongoing productivity
improvements and synergy realization
– Partially offset by additional growth investments in
enterprise sales, imaging, and innovation
• Adjusted Net Income of $133.7 million or $ 0.42 per diluted
share
– Lower interest expense as result of $1,088 million YTD
debt paydown
– Impacted by increased integration D&A expense

Note 1: Common units of Change Healthcare LLC are equivalent to the number of outstanding common shares of Change Healthcare Inc. and membership interests of Change Healthcare LLC held by subsidiaries of McKesson.
Note 2: Fully diluted shares outstanding for the three months ended March31st, 2020 give effect to initial public offering of 49,285,713 shares of its common stock and 5,750,000 tangible equity units (“Units”), on July 1, 2019.
Note 3: Percentage change do not reflect rounding of the numbers.

© 2020 Change Healthcare LLC and/or one of its subsidiaries. All Rights Reserved.

8

Q4 FY’20 Segment Performance (ASC 605)
In millions

Q4 FY'20

Q4 FY'19

%

ASC 605

ASC 605

Change(2)

Segment Revenue
S&A

$

431

$

419

2.8%

Network

152

140

8.6%

TES

241

244

(1.3%)

30

33

(9.1%)

854

836

2.1%

177

2.2%

Corp. and Elimination(1)
Total Net Revenue
Segment Adjusted EBITDA
S&A

$

181

$

Network

89

83

6.4%

TES

44

43

3.8%

(45)

(46)

269

257

Corp. and Elimination(1)
Total Adjusted EBITDA

Note 1: Includes Postage
Note 2: Percentage change do not reflect rounding of the numbers
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(3.4%)
4.7%

Q4 FY'20 Segment Highlights
• S&A: Strong Performance & Execution Across Segment
– Strong growth In Payment Accuracy and Decision Support
– Transition to cloud-based Enterprise Imaging solution
– Execution on Connected Analytics optimization
– COVID-19 impact of $3.1 million
• Network: Strength in B2B Payments/Data Solutions
– Continued growth in B2B Payments/Data Solution; increased
market penetration in Medical network
– Investments to expand market growth for data services, B2B
payments, and expanded capabilities
– Favorable customer true-up of $7.3 million for prior periods
– COVID-19 impact of $1.5 million
• TES: Executing on Transformation
– Revenue growth of 4.0% net of planned $12.4 million attrition
– Customer wins in health system and aggregator segment
support long-term growth potential
– Sequential/YOY margin improvement due to cost initiatives
– COVID-19 impact of $1.6 million
9

FY’20 Cash Generation & Liquidity
•

Free Cash Flow for Q4 FY20 of $121.0 million; FY 2020 $334.7 million

•

Adjusted Free Cash Flow for Q4 FY20 of $156.6 million; FY 2020 $481.5 million

•

Net Debt $4.6 billion1; Leverage Ratio 4.6 x1

•

Executed on $1B in fixed-rate swaps thru March 31, 2024; Fixed Rate Debt is 70% and Secured Debt is
80% as of March 31, 2020

•

Liquidity: $937.6 million
–

Cash and Cash equivalents of ~$407.7 million; $529.9 million undrawn secured credit facility (maturity July 2024)
at quarter end.

o

•

Excludes issuance of $325.0 million in unsecured notes; and $420 million cash used for eRx and PDX
transactions

No maintenance covenants; earliest debt maturity Term Loan B – March 2024

Note 1: Based on Adjusted EBITDA as of March 31, 2020 in accordance with the Credit Agreement.
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Change Has Reacted Proactively to COVID-19
COVID-19 Impact

Actions and Opportunity

•

Significant deferral in elective procedure volumes
• Largest impact anticipated in 1QFY21
• Utilization already starting to improve; anticipate
sequential increase in elective procedures

•

Actively reducing contractors and employees to match
resources with demand levels, primarily in TES
• About 6 week lag between volume decline and
resource adjustment impacting 1Q

•

Revenue and Adj. EBITDA decline in Q1 FY21 driven
primarily by:
• Deferral in elective procedure volumes – impacting
primarily Network Solutions and Technology-enabled
Services
• New implementations and sales cycle delays across
segments
Some portion of delayed procedures expected to be
recaptured over the balance of FY2021

•

Continued portfolio transformation – eRx acquisition and sale
of Connected Analytics

•

Enhanced liquidity: $325 million unsecured debt

•

Positive impact anticipated post COVID-19
• All solutions are as relevant, if not more, as we return to
normal utilization levels
• Cost initiatives and on going productivity initiatives drive
further margin expansion
• Accelerated launch of new solutions

•

Segment Overview
Software &
Analytics
75% of business subscription
based and recurring in nature
© 2020 Change Healthcare LLC and/or one of its subsidiaries. All Rights Reserved.

Network
Solutions
Business Indexed to Healthcare
Utilization/procedure volumes

Technology
Enabled
Services
Primarily Contingency BasedDollar Volume
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Financial Guidance – 1Q FY2021
Q1 Fiscal 2021Guidance

Q1 Fiscal 2021 Assumptions – Segments

(in millions, except per share data1)
• Solutions Revenue between $595
million to $620 million
• Adjusted EBITDA between
$160 million to $175 million

▪
▪

Assuming largest impact from COVID-19 will occur in first quarter
Software & Analytics
• 75% of revenue subscription or maintenance with minimal impact
• 25% - contingency/renewal based revenue – negative impact ~ 35-40%

▪

Network Solutions
• Approximately 35% decline in network volumes, 20%-25% decline in B2B payment,
and high teens growth in data solutions
• Includes eRx Network as of May 1, 2020 and PDX as of June 1, 2020

▪

Technology Enabled Solutions
• Approximately 40% decline in contingency based RCM revenue; CPS decline of
25% impacted by volumes; remaining business combined stable
• AEBITDA negatively impacted by lag between revenue decline and cost takeout

▪

Fair value adjustments impact related to MCK exit:
• Revenue impact of $55 million with no impact on adjusted EBITDA
• Additional non cash pre-tax interest expense of ~$4 million
• Additional deprecation and amortization expense of ~$54 million(2)
Up to $10 million of increase bad debt expense provision, in line with DSO increase

• Adjusted Net Earnings Per Share 14
cents to 18 cents
• Includes impact of sale of Connected
Analytics and acquisition of eRx
Network as of May 1, 2020 and
acquisition of PDX as of June 1, 2020.

▪

Note 1: Includes TEUs
Note 2: Depreciation and amortization expense for the first quarter of fiscal 2021 includes an increase of approximately $77 million in amortization for intangible assets, offset by approximately $25 million for the fair value adjustment
of capitalized software, as well as an increase of approximately $2 million of depreciation for fixed assets.
© 2020 Change Healthcare LLC and/or one of its subsidiaries. All Rights Reserved.
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FY2021 SUPPLEMENTAL INFORMATION AND ASSUMPTIONS
▪

Planning for gradual improvement of healthcare utilization throughout the remainder of the fiscal year

▪

Expect Full year fiscal 2021 Free Cash Flow to be Positive; amount dependent on speed of recovery
•

First quarter Free Cash Flow expected to be negative; improving sequentially throughout the year

▪

CapEx: ~7% of Solutions Revenue for the fiscal year excluding impact of fair value adjustments and integration CapEx

▪

Integration related expense for the year: ~$80 million; Integration related CapEx for the year ~$20 million

▪

Assuming a revenue impact due to adjusting deferred revenue as part of fair value adjustments related to MCK exit, which
reduces revenue recognized in future periods by $137 million, including $129 million reduction for the fiscal year, with no
impact on adjusted EBITDA

▪

Interest expense in the range of $280 - $290 million; assumes no additional debt paydown during the year. Includes ~$14
million in non-cash, pre-tax interest expense for fair value adjustments related to the McKesson exit

▪

Includes approximately $215 million(2) in additional depreciation and amortization expense for fair value adjustments
related to the McKesson exit

▪

Adjusted Effective Tax Rate: ~25% as corporate structure simplified post McKesson exit

▪

Basic Shares Outstanding: 320.0 million1

Note 1: Includes TEUs
Note 2: Additional amortization expense for fiscal 2021 is comprised of an increase of approximately $308 million for intangible assets, offset by approximately $100 million for the fair value adjustment of capitalized software as well
as an additional $7 million of depreciation for fixed assets.
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Appendix

Q4 FY’20 Financial Statements
Q4 FY’20 and FY’19 Non-GAAP Reconciliations
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Change Healthcare LLC

Consolidated Balance Sheets (unaudited and amounts in thousands)
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Change Healthcare LLC

Consolidated Statements of Operations (unaudited and amounts in thousands, except unit and per unit amounts)
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Change Healthcare LLC

Consolidated Statements of Cash Flows (unaudited and amounts in thousands)
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Change Healthcare LLC

Reconciliation of Net Income (Loss) to Adjusted EBITDA – Three months ended March 31st
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Change Healthcare LLC

Reconciliation of Net Income (Loss) to Adjusted EBITDA – Full Year

© 2020 Change Healthcare LLC and/or one of its subsidiaries. All Rights Reserved.

19

Change Healthcare LLC

Reconciliation of Net Income (Loss) to Adjusted Net Income (Loss)
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Change Healthcare LLC
Segment Results
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Change Healthcare LLC

Reconciliation of Cash Provided by (Used in) Operating Activities to Free Cash Flow and Adjusted Free Cash Flow
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