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Investment Highlights 
 
1)  Home Diagnostics (HDIX) reported solid operating results for 
their Q3/2009 last week, earning $0.l7 per share on revenues of $34.5 
million, down from $0.22 on revenues of $35.6 million (a decrease of 
3% year-over-year). These results were slightly below our estimates of 
$34.9 million in revenues and above our $0.16 in earnings per share. 
Revenues, although down vis-à-vis last year, were 6% above the prior 
quarter. The rebound in revenues was led by increases in retail channel 
sales of 8%, international sales of almost 20% and mail order sales of 
14%, offset by a decrease in distribution segment sales of 17%, a 
similar pattern shown since the start of this year. Gross margins took a 
step back, however, falling to 51.8% from 60.8% in the prior year and 
53.0% in the prior quarter. Lower pricing in the distribution and mail 
order sectors and a lower meter-to-strip ratio as the new product line 
was rolled-out factored into the lower margins for the quarter. We had 
forecast that margins in Q3 would have been closer or even better than 
margins from the prior quarter. A continued emphasis on overhead 
cost savings helped lower S, G &A costs, down to $11.6 million versus 
$13.4 million one year ago, and combined with a lower tax rate this 
was enough to bring earnings per share in slightly above our 
expectations. 
  
2)  While Q3/09 results were in-line or even above expectations, 
Company management guided financial results for the year as a whole 
downward following the earnings report, to revenues in the range of 
$126-$127 million and earnings per share in the range of $0.30-$0.32. 
Our estimates had been revenues of $130.3 million, or an increase of 
5% year-over-year, and earnings per share of $0.36 versus $0.43 in the 
prior year. The primary reason given for the shortfall was the difficult 
market conditions, particularly in the distribution sector, as the handful 
of large medical distributions tighten inventories even more this fall. 
We are adjusting our estimates for the fourth quarter for Home 
Diagnostics to $34.7 million in revenues (down from $38.1 million) 
and $0.15 per share in earnings, down from $0.19. Despite the 
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downward revision, Q4/09 results represent a very strong rebound from the prior year fourth quarter, when the 
tough times began for the industry, with revenues projected to increase 17% and EPS more than double. We are 
projecting gross margins for Q4 to stay level with those of Q3/09 at 52.0%, slightly better than the same period 
last year. The fourth quarter is seasonally a slow one for Home Diagnostics following a very active fall season. 
 
3) We are also revising our estimates for 2010, to revenues of $135.9 million, up 7.5% year-over-year, and to 
$0.45 per share in earnings, down from our previous levels of $0.65 but still a very strong 50% increase from 
2009 estimates of $0.32 per share. Our projections include strong revenue growth in all sectors except for 
distribution (flat), with slight improvements in gross margins to 53%, and steady overhead costs (38% of sales) 
as compared with this year. We are also assuming R&D expenses to remain stable at a little over 6% of sales. 
Health care reform next year could also be a major factor in sales and pricing, especially in the 
Medicare/Medicaid/”private option” arenas, although it is still too early to project this effect, if any, for 2010.  
 
4)  Home Diagnostics continued to make investments in its plant expansion in the third quarter, despite the 
industry doldrums, and is on track to complete the tripling of capacity by sometime mid next year. Although 
there will a strong component of lower costs embedded in the facility expansion, and growth in sales to the 
retail (primarily Wal-Mart), mail order (Liberty Medical and managed care providers) and international markets 
(primarily Europe) will also help fill up the new plant, we can’t help but wonder if Company management does 
not have something dramatic in mind for accelerated growth next year. New initiatives could be large 
manufacturing outsourcing contracts (especially moving production back from overseas) or even an 
acquisition or two, either of new, related products or perhaps a whole test strip product line from a large 
pharma that has tired of this competitive market. Home Diagnostics still has plenty of financial resources with 
which to complete its facilities expansion or make an acquisition, with over $22 million in the bank and no 
long-term debt, and operating cash flow estimated at a positive $13-$15 million more next year. 
 
Conclusion 
 
Home Diagnostics has established itself as a well-rounded, innovative, and profitable participant in the high-
growth diabetes testing market, despite going toe-to-toe with industry heavyweights. Shares have held steady 
this year despite the market rebound, as the Company continues its investment in new programs and new 
capacity, even while earnings suffer a bit versus last year. Still, even with overall economic and government 
reimbursement uncertainty, the incidence and acuity of diabetes is growing in the US, and HDIX’s innovative 
and cost-saving product line should fare extremely well in 2010 and beyond, once this year’s investments are 
complete. Thanks to a strong balance sheet and weak stock price, Home Diagnostics has been able to complete 
its share re-purchase program, which will boost earnings per share, particularly in 2010.  Therefore, we are 
maintaining our BUY rating on this under-valued stock with a 12-18 month price target of $10, still below the 
IPO price and at reasonable multiples of 1.6X book value per share and 22X estimated earnings for next year of 
$0.45 per share. 

 
Stock Valuation/Comparables 

Home Diagnostics’ shares currently trade at a discount to our list of comparable medical supply and distribution 
stocks based on last year’s actual earnings, although the shares now trade at a premium to comparables based on 
this year’s earnings estimates. (See Table 1 below) All current valuation metrics still pale when compared with 
those of recent buy-outs, such as 2007’s purchase of PolyMedica (Liberty Medical’s parent) by Medco Health, 
at a time of more favorable market conditions. Longer-term, however, we retain faith in the strength of the 
diabetes market and Home Diagnostics’ strategic position within this market, and thus we believe that the 
inherent value of Home Diagnostics is much higher than current trading levels, up to 22X 2010E estimated 
earnings of $0.45, or $10 per share. 
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Risk Factors 

The diabetes market, like many healthcare areas, is heavily dependent on Federal Medicare reimbursement 
for Senior Citizens, which could be subject to a competitive bidding process as early as 2010. This market is 
also subject to FDA approvals, as well as recent low-cost Asian entrants and a number of larger, well-heeled 
competitors which could put pressure on prices, if desired. Finally, the FDA has been meeting with a number of 
manufacturers of blood glucose meters, including the Company, to discuss safety concerns related to the use of 
the GDH-PQQ enzyme by certain patients undergoing other treatments containing maltose or its derivatives. 
The Company continues to have positive meetings with the FDA regarding the development of a mitigation 
plan related to the use of the new TRUEtest strips, which contain the enzyme, in the small population of 
patients receiving maltose-based therapies. 
 

Catalysts/Investor Timeline 
1) Progress of capacity expansion of US plant –ongoing in 2009; completed validation by mid-2010 

2) Follow-up meetings with FDA regarding GDH-PQQ enzyme mitigation plan –  H2/2009 

3) New US retail partners; international distribution JVs; potential acquisitions – 2009-10  

 

 



 
      www.dawsonjames.com        November 9, 2009 

 

 
Home Diagnostics         11/9/2009 Page 4 of 6 

 
 
 
 
Source: Dawson James Securities, Inc. estimates; Company documents
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Important Disclosures: 
 
Price Chart: 
 

 

Price target and ratings changes over the past 3 years: 
Initiated - July 15, 2009 – $6.48 - Price Target $10.00  
 
Analyst Certification: The analyst(s) whose name appears on this research report certifies that 1) all of the views expressed in this 
report accurately reflect his personal views about any and all of the subject securities or issuers discussed; and 2) no part of the 
research analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by 
the research analyst in this research report; and 3) All Dawson James employees, including the analyst(s) responsible for preparing this 
research report, may be eligible to receive non-product or service specific monetary bonus compensation that is based upon various 
factors, including total revenues of Dawson James and its affiliates as well as a portion of the proceeds from a broad pool of investment 
vehicles consisting of components of the compensation generated by investment banking activities, including but not limited to shares 
of stock and/or warrants, which may or may not include the securities referenced in this report. 
  
Dawson James has not received investment banking compensation from the company mentioned in this report and is not actively 
seeking compensation for investment banking services in the future.  Dawson James does not make a market in this security.  Neither 
the research analyst whose name appears on this report nor any member of his household is an officer, director or advisory board 
member of the company.  Dawson James did not receive any other compensation from the company in the previous 12 months. The 
Firm and/or its directors and employees may own securities of the company(s) in this report and may increase or decrease holdings in 
the future. 
 
Ratings definitions: 1) Speculative Buy: the stock is expected to appreciate and produce a total return of at least 30% over the next 
12-18 months but the volatility and investment risk is substantially higher than our "Strong Buy" recommendation; 2) Strong Buy: 
the stock is expected to appreciate and produce a total return of at least 30% over the next 12-18 months; 3) Buy: the stock is 
expected to appreciate and produce a total return of at least 20% over the next 12-18 months; 4) Neutral: the stock is fairly valued for 
the next 12-18 months; 5) Sell: the stock is expected to decline at least 20% over the next 12-18 months and should be sold; 6) Sell 
Short: the stock is expected to decline at least 30% over next 12-18 months and should be sold short, however the volatility and 
investment risk is substantially higher than our "Sell" recommendation; 7) Under Review: the previous rating and/or price target is 
suspended due to a significant event which now requires additional analysis and the previous rating and/or price target cannot be relied 
upon; and 8) Restricted: coverage cannot be initiated or has been temporarily suspended to comply with applicable regulations and/or 
firm policies in certain circumstances such as investment banking or an advisory capacity involving the company. 
 

 Company Coverage Investment Banking 
Ratings Distribution # of Companies % of Total # of Companies % of Totals 
Speculative Buy 5 31% 5 100% 
Strong Buy 0  0% 0 0% 
Buy 8 50% 2 25% 
Neutral 3 19% 2 67% 
Sell 0 0% 0 0% 
Sell Short 0 0% 0 0% 
Under Review 0 0% 0 0% 
Restricted 0 0% 0 0% 
Total 16 100% 9 56% 
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Information about valuation methods and risks can be found in the “STOCK VALUATION” and 
“RISKS” sections of this report. 
 
DAWSON JAMES SECURITIES, INC., Member SIPC, FINRA, (the "Firm") does not make a market in these securities.  The Firm may perform or seek to perform investment banking services for these 
companies in the future. Analysts receive no direct compensation in connection with the firm's investment banking business. All Dawson James employees, including the analyst(s) responsible for 
preparing this research report, may be eligible to receive non-product or service specific monetary bonus compensation that is based upon various factors, including total revenues of Dawson James and 
its affiliates as well as a portion of the proceeds from a broad pool of investment vehicles consisting of components of the compensation generated by investment banking activities, including but not 
limited to shares of stock and/or warrants, which may or may not include the securities referenced in this report. The Firm, its officers, directors, analysts or employees may effect transactions in and have 
long or short positions in the securities (or options or warrants with respect thereto) mentioned herein. Although the statements of fact in this report have been obtained from and are based upon 
recognized statistical services, issuer reports or communications, or other sources that the Firm believes to be reliable, we cannot guarantee their accuracy. All opinions and estimates included in this 
report constitute the analyst’s judgment as of the date of this report and are subject to change without notice. The Firm may effect transactions as principal or agent in the securities mentioned herein.  The 
securities discussed or recommended in this report may be unsuitable for investors depending on their specific investment objectives and financial position. This report is offered for informational purposes 
only, and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where such would be prohibited. Additional information is available upon request. 
 
 
 


