


Dear Shareholder,
As a company driven by its mission to help make healthcare better for everyone, we believe HMS is well 
positioned to continue to grow and succeed long term. Our firm belief is supported by our key assets –  
robust, market-leading data; advanced analytics; deep healthcare expertise; and an expansive client base –  
as well as a favorable long-term macro-environment. 

In 2019, HMS delivered solid revenue and profit growth, and we posted record operating cash flow for the year 
that will continue to fuel further investment in our people, processes and technology. We also made significant 
progress with new product development and market expansion, which positions our Company to drive HMS’ 
growth in 2020 and beyond.

Financial Performance
Total revenue in 2019 increased 4.7% from the prior year and reached $626.4 million. On a business line basis, 
payment integrity (PI) revenue increased 12.6% while coordination of benefits (COB) and population health 
management (PHM) revenues increased 1.8% and 5.2%, respectively. Net income for the full year jumped 58.5% 
to $87.2 million, or $0.98 per diluted share, and adjusted earnings per share (EPS), excluding Medicare RAC 
reserve releases (“Reserve Releases”) and discrete tax benefits in both years, increased eight cents to $1.12 
versus $1.04 in 2018.

Adjusted EBITDA rose 10.6% to $179.6 million in 2019, which included $15.9 million in non-recurring benefits from 
a Reserve Release and an investment gain (“3Q 2019 Gain on Investment”). 

Our cash flow remained strong, with operating cash flow in 2019 reaching a record $133.2 million, up 38.0% from 
2018. We ended the year with very low net debt and a liquidity profile that positions HMS to continue investing 
for future business growth.

Strategic Progress
2019 was an active year for new product development and client wins, as well as strategic acquisitions and 
investments. For example:

• Insurance eligibility verification. We leveraged our core data assets and analytics expertise to develop  
and launch a real-time insurance coverage verification platform. Our initial client was the federal  
insurance exchange, healthcare.gov, which applied our analytics tool to confirm individuals’ eligibility  
for new insurance coverage. We also began similar work with a state-based insurance exchange,  
Covered California.

• Predictive and prescriptive analytics. We acquired VitreosHealth, which runs the predictive analytics engine 
for Elli, our PHM risk intelligence solution. The VitreosHealth analytics capabilities and prescriptive health 
insights are expected to further enrich our PHM suite to better predict and identify rising-risk patients.

• Expansion into commercial and Medicare COB. We completed the acquisition of Accent, extending our 
traditional payment accuracy solutions with cost avoidance and overpayment recovery solutions for 
the commercial and Medicare markets. Accent’s capabilities and client base provide immediate growth 
opportunities with a broad spectrum of clients including large commercial health plans, Blue Cross and 
Blue Shield plans, provider-sponsored health plans, Medicare Advantage plans, third-party administrators 
and self-insured employer groups. 

• Digital Health Cooperative Research Centre (DHCRC). HMS is the lead corporate partner in this global 
research cooperative of businesses, top universities and the Australian government dedicated to finding 
solutions for today’s most critical healthcare issues. HMS works with leading universities, such as Stanford 
University and Southern Methodist University, to develop analytical models to address opioid misuse, 
hospital readmissions and other challenges. The output of these research projects will be commercialized 
for the benefit of healthcare organizations in the U.S. and around the globe.
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• Strategic investment. We invested in MedAdvisor, an Australian-based digital medication adherence 
company, to help enhance our PHM capabilities, advance our international growth initiatives, and nurture 
continued innovation to improve clinical outcomes. We plan to pair MedAdvisor’s medication adherence 
software platform with our PHM solution set and enter international markets – beginning with Australia –  
as part of this strategic relationship.

• Government policy driving opportunities. We signed an agreement with New Mexico to manage the  
Quality Assurance module for the state’s Medicaid Enterprise Systems program. The QA module 
includes program integrity, third-party liability detection and recovery, fraud and abuse analytics, and 
quality reporting. New Mexico is one of the first states to implement this federally mandated program. 
Our comprehensive payment accuracy solutions were a natural fit for New Mexico, and we expect this 
approach will present additional opportunities with other states and will lead to more flexibility, drive 
efficiency and improve outcomes.

Market Environment
We believe the market environment for our services continues to be favorable. The market for cost  
containment solutions is large and growing, driven by increasing healthcare costs, rising program enrollment  
and payment complexities. 

CMS projects that Medicare programs in 2019 covered approximately 60.4 million people at a cost of 
approximately $800.1 billion, and Medicare enrollment growth will increase by 2.8% in 2020, with expenditures to 
increase by 7.2% in 2020 compared to 2019. Medicaid/CHIP covered approximately 82.4 million people in 2019, 
costing approximately $643.9 billion, and Medicaid/CHIP enrollment growth is expected to increase by 2.2% 
in 2020, with expenditures to increase by about 5.0% in 2020 compared to 2019. Medicare and Medicaid are 
projected to serve over 146.3 million beneficiaries and pay about 38% of the U.S. healthcare expenditures in 2020.

As commercial and government health plans focus on strategies to contain costs across their different lines 
of business, HMS will continue offering solutions to meet their evolving needs. We expect that our access to 
robust and market-leading data, advanced analytics capabilities, expansive client base and engaged workforce 
will serve as a strong foundation to help reduce the cost of healthcare and improve patient health and overall 
consumer experience of care, while driving growth for HMS for many years to come.

In 2019, we helped our clients achieve more than $5 billion in savings and 
recoveries, and we are well positioned for growth in 2020 and beyond with 
sales momentum across all HMS solutions and tremendous opportunities 
for continued growth and expansion.

We enjoy long-standing relationships with our clients and have 
retention rates in excess of 96%, which creates visible, long-term 
revenue. Our large client base and proven track record of helping to 
bend the healthcare cost curve continue to offer our greatest growth 
opportunity, and that’s cross-selling our solutions to expand our 
footprint across more than 350 managed care plans, over 40 
state Medicaid agencies and federal agencies, including 
CMS and the CDC. Our ability to leverage enormous data 
assets, combined with our proprietary advanced analytics, 
are helping our clients to better understand the healthcare 
consumer and are impacting both outcomes and costs.
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Safe Harbor: This letter contains certain “forward-looking statements” within the meaning of the U.S. Private Securities Litigation Reform Act of 1995. These 
statements relate to our current expectations, projections and assumptions about our business, the economy and future events or conditions; they do not 
relate strictly to historical or current facts. For a discussion identifying important factors that could cause actual results to differ from those stated or implied 
in our forward-looking statements, see the Company’s filings with the SEC, including, but not limited to the “Cautionary Note Regarding Forward-Looking 
Statements,” “Risk Factors,” “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” and “Quantitative and Qualitative 
Disclosures about Market Risk” in the Form 10-K portion of this Annual Report. Our forward-looking statements speak only as of the date of this letter or  
as of the date they are made, and we undertake no obligation to update them.

Additionally, this letter contains certain non-GAAP measures that our management believes are relevant and provide our shareholders with useful information 
about the Company’s operating performance because the measures allow them to understand and compare the Company’s actual and expected operating 
results during the prior, current and future periods in a more consistent manner. These non-GAAP measures are not measurements of financial performance 
or liquidity under GAAP and should not be considered alternatives to the Company’s other financial information determined under GAAP. For a reconciliation 
of these non-GAAP measures to comparable GAAP measures, please refer to Appendix A.

2020 Outlook
Looking ahead, we expect 2020 will be another solid year of growth and expansion. We plan to continue 
our increased investment in technology in order to develop innovative products, support data security, 
enhance our IT infrastructure, further our automation initiatives, and continue to increase efficiencies across 
our business.

We are focused on growing our business over the course of 2020 and beyond by leveraging existing key 
assets –data, analytics, in-house expertise, and distribution channel – and pursuing a number of strategic 
objectives, including:

• Expanding our existing client relationships and adding new clients. We are focused on selling new 
and additive solutions into our broad client base to continue to help bend the healthcare cost curve, 
enhance consumer engagement and improve clinical outcomes.

• Introducing new innovative solutions and services. We plan to introduce current and potential clients 
to new and innovative solutions and services through internal development initiatives designed to 
enhance or expand our existing suite of solutions.

• Utilizing technology and automation to enhance operational efficiency and results. We will continue to 
implement artificial intelligence, machine learning and robotic process automation to further improve 
our analytics, create a more nimble operating environment and identify new revenue opportunities 
within our current service delivery models.

• Entering new markets for diversification and growth. We are leveraging partnership opportunities to 
expand into adjacent markets, such as risk-bearing providers, and access new markets overseas.

• Strategically deploying capital. We will continue to invest in our IT infrastructure and organic growth 
initiatives and may make strategic acquisitions that represent long-term growth potential. We may also 
repurchase shares from time to time under our new $50 million share repurchase plan approved by 
our Board of Directors.

We expect that leveraging our assets and pursuing these strategic objectives – combined with healthcare 
trends, which are currently in our favor – will fuel our growth this year and in the future.

We are very proud of our significant achievements last year, and we remain committed to delivering top and 
bottom line growth. We are confident HMS has the right talent, strategic industry expertise, and operational 
focus to achieve our objectives in 2020 and beyond. 

Sincerely, 
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Appendix A
HMS HOLDINGS CORP. AND SUBSIDIARIES (unaudited)

Reconciliation of Net Income to GAAP EPS (Diluted) and Adjusted EPS (Diluted)

Twelve Months Ended
(in thousands, except percentages) December 31, 

2019
December 31, 

2018
Net income $ 87,224 $ 54,989

Net interest expense 6,865 10,221
Income taxes  17,138 (1,972)
Depreciation and amortization of property and equipment and intangible assets 42,984 57,596
Earnings before interest, taxes, depreciation and amortization (EBITDA) $ 154,211 $ 120,834
Stock-based compensation expense 21,901 21,507
Transaction and integration costs 3,489 —

Settlement Expense — 20,000
Adjusted EBITDA $ 179,601 $ 162,341
% of Revenue 28.7 % 27.1 %
Adjusted EBITDA, excluding Reserve Releases and 3Q 2019 Gain on Investment $ 163,701 $ 156,041
% of Revenue 26.6 % 26.4 %

Reconciliation of Net Income to EBITDA and Adjusted EBITDA

Twelve Months Ended
(in thousands, except per share amounts) December 31, 

2019
December 31, 

2018
Net income $ 87,224 $ 54,989

Stock-based compensation expense 21,901 21,507
Transaction and integration costs  3,489 —
Settlement Expense — 20,000
Amortization of acquisition related software and intangible assets 16,999 32,975
Income tax related to adjustments1 (11,784) (19,216)

Adjusted net income $ 117,829 $ 110,255
Weighted average common shares, diluted 89,317 86,144

Diluted GAAP EPS2 $ 0.98 $ 0.64
Diluted adjusted EPS2 $ 1.32 $ 1.28

Discrete tax benefits $ 0.07 $ 0.19
Reserve Releases benefit3 $ 0.07 $ 0.05
3Q 2019 Gain on Investment3 $ 0.06 $ —
Diluted adjusted EPS excluding Reserve Releases, 3Q 2019 Gain on  
Investment, and discrete tax benefits

$ 1.12 $ 1.04

(1) Tax effect of adjustments is computed as the pre-tax effect of the adjustments multiplied by the adjusted annual effective tax rate at period end.

(2) Diluted GAAP EPS and Diluted Adjusted EPS included (i) discrete tax benefits of $0.07 per diluted share primarily related to the exercise of employee 
stock options, $0.07 per diluted share related to the Reserve Releases benefit and a $0.06 per diluted share benefit related to the 3Q 2019 Gain on 
Investment benefit for the twelve months ended December 31, 2019, and (ii) discrete tax benefits of $0.19 per diluted share and $0.05 per diluted share 
related to the Reserve Releases benefit for the twelve months ended December 31, 2018. The discrete tax benefits recorded in the twelve months ended 
December 31, 2018 primarily related to state tax apportionments, the closure of routine outstanding prior year tax audits, the exercise of employee stock 
options, the abandonment of subsidiary stock related to a 2010 acquisition, and year-end federal and state tax adjustments or provision true ups.

(3) The Reserve Releases benefit of $0.07 per diluted share for the twelve months ended December 31, 2019 is net of income tax of approximately $0.03 per 
diluted share and the 3Q 2019 Gain on Investment benefit of $0.06 per diluted share for the twelve months ended December 31, 2019 is net of income 
tax of approximately $0.02 per diluted share. The Reserve Releases benefit of $0.05 per diluted share for the twelve months ended December 31, 2018 is 
net of income tax of approximately $0.02 per diluted share.
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William C. Lucia  
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William F. Miller III 
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Beecken Petty O’Keefe & Company
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Integrated Healthcare Association 

Ellen A. Rudnick 
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University of Chicago Booth School of Business 

Bart M. Schwartz 
Chairman and Chief Executive Officer, 
SolutionPoint International, LLC 

Richard H. Stowe 
General Partner,  
Health Enterprise Partners, LP 

Cora M. Tellez 
Lead Independent Director,  
HMS Holdings Corp.
President and Chief Executive Officer,  
Sterling HSA 

Executive Officers 
William C. Lucia  
Chairman, President and Chief Executive Officer 

David A. Alexander 
Senior Vice President, 
Chief Human Resources and Chief Compliance Officer 

Meredith W. Bjorck 
Executive Vice President, 
Chief Legal Officer and Corporate Secretary 

Emmet W. O’Gara 
Group President, Population Health Management

Maria E. Perrin 
Executive Vice President, 
Chief Growth Officer 

Jeffrey S. Sherman 
Executive Vice President, 
Chief Financial Officer and Treasurer

Jacob J. Sims 
Senior Vice President, 
Chief Technology Officer 

Douglas M. Williams, Jr. 
Executive Vice President, 
Chief Operating Officer 

Corporate Headquarters
5615 High Point Drive 
Irving, TX 75038 
Tel. 214.453.3000 
Fax. 214.453.3023 

Form 10-K Report/Quarterly Reporting

The Company’s 2019 Form 10-K, as filed with the SEC, is included in this Annual Report in its entirety with the exception of certain exhibits. 
Copies of the Company’s quarterly earnings results and additional copies of the 2019 Form 10-K, including all exhibits, are available on the 
Internet at http://investor.hms.com/financial-information/sec-filings or by accessing our filings with the SEC. In addition, shareholders may 
obtain a paper copy of these materials upon request from our Office of Investor Relations by emailing robert.borchert@hms.com.

Stock Registrar and Transfer Agent

Common stock of HMS Holdings Corp. is traded on the Nasdaq Global Select Market under the symbol HMSY. Questions with regard to 
registered shares of HMSY should be submitted to: HMS Holdings Corp. c/o Broadridge Corporate Issuer Solutions, Inc., P.O. Box 1342, 
Brentwood, NY 11717. Phone: 855.418.5059. Email: shareholder@broadridge.com. Internet: http://www.broadridge.com.
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