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Investment Highlights 
 
1)  Although Mednax’s acquisition slate slowed in 2009 after a banner 
year in 2008, the Company has greatly expanded its avenues for 
growth in this area over the past 2-3 years. First, Mednax has 
expanded its pediatric focus from neonatal to other related 
subspecialties, including maternal-fetal/obstetrics, pediatric cardiology 
and pediatric intensive care, adding another 4,000 eligible physicians, 
more than doubling the available practices for potential acquisition. 
Secondly, the Company in 2007 entered the even bigger 
anesthesiology medical area, which is 5-10 times as large as the 
pediatric space and less penetrated by large corporate consolidators 
such as Mednax. The result has been more opportunities for 
acquisition-related growth over the past two years and into the future 
for Mednax, which still has room under its existing credit lines and 
even within its operating cash flow to increase its acquisition pace.  
 
2)  Mednax now has over two years experience in the Anesthesiology 
area, and a growing critical mass of regional operations (Fairfax, 
Virginia, Atlanta, and 2 in North Carolina) to begin to see increasing 
efficiencies from these acquisitions, which have tended to be very 
large compared with neonatal/pediatric practice purchases. The 
Company has also taken advantage of a slow economy and low interest 
rates to improve operating margins and lower interest costs, helping 
grow earnings. Mednax’s growing size and its innovation in areas such 
as newborn screening, training and clinical research continue to 
broaden the revenue potential at existing practices, taking advantage 
of fixed costs inherent in physician groups. 
  
3)  Mednax has an impressive track record in the healthcare services 
arena, showing increasing revenues and earnings per share for ten 
consecutive years, with growth rates ranging from 12%-20%+.  Even 
with reimbursement uncertainties looming for the future, we are 
forecasting that Mednax will keep its growth momentum for next year, 
and most likely beyond. 
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Conclusion 
 
We are initiating coverage of Mednax with a Buy rating and a 12-18 month price target of $80, just 20X 
estimated 2010 earnings of $4.04 per share. We believe Pediatrix represents a fast-growing yet value-based 
investment in the health care services area with an exemplary earnings track record, strong operating cash flow, 
leading market share position, and plenty of room for both internal efficiencies and acquisition-related growth.  
 
History/Capitalization 
 
Mednax, Inc. (“Mednax”) was founded in 1979 as Pediatrix Medical Group (“Pediatrix”) by co-founder Dr. 
Roger Medel with the opening of a neonatal intensive care unit in Broward County, Florida. In 1990, the 
Company obtained its first NICU contract outside of Florida in Charleston, West Virginia. One year later, 
Pediatrix opened its first pediatric cardiology practice and pediatric intensive care practice, both in South 
Florida, and in 1998 the Company acquired its first obstetric subspecialty practices. Pediatrix grew through 
small practice acquisitions and new office openings until 2001, when the Company acquired Magella 
Healthcare, a 110-physician neonatal services firm and the next largest competitor to Pediatrix at the time. In 
September 2007, Pediatrix entered the anesthesiology practice market with the acquisition of a large practice in 
Fairfax, Virginia. Pediatrix completed its IPO in 1995 and began trading on the New York Stock Exchange 
several years later. The Company has funded its operations since its IPO through operating cash flow, equity 
offerings, and lines of credit. Pediatrix changed its name to Mednax in early 2009. 
 
 
 
Primary Business/Competition 
 
Mednax provides physician services for the neonatal, pediatric cardiology, maternal-fetal, and most recently, 
anesthesiology areas of medical specialty. Over the nearly 30 years of its existence, The Company has grown to 
obtain a large portion of the market for neonatal physician services, with 850 of the 4,000 board-certified 
neonatologists in the US part of the Company, or over 20%. However, other market share in the newer 
subspecialties, including pediatric cardiology, maternal-fetal medicine, and pediatric intensivists is much lower, 
at 10% or less. As one of the few successful physician practice management companies remaining in the US, 
the Company’s primary competition for neonatal services comes from large, teaching hospitals with NICU’s, as 
regulations and economics limit the number of these facilities, while competition for other office-based sub-
specialties typically comes from smaller, local firms. One exception is Florida-based Sheridan Healthcare, 
which employs over 750 physicians in 16 states with both Anesthesiology and Neonatology specialties. 
Sheridan at one time was public, but was taken private in 1999 by Vestar Partners and has subsequently been 
purchased by Boston-based private equity firm J.W. Childs and most recently by Hellman & Friedman.  

 
Management 
 

Dr. Roger Medel has been a director of Mednax since he founded the Company in 1979. He has been CEO 
since 1979 with the exception of a brief period in 2003. Joe Calabro joined the Company in 1996 after posts in 
several large health care companies including Columbia/HCA and was named to his present post of President 
and Chief Operating Officer in 2004.  Karl Wagner was named CFO in 1998 after previous financial positions 
with Columbia/HCA and Medical Care International. Board members include Cesar Alvarez, Chairman, an 
attorney and head of Greenberg, Traurig; Michael Fernandez of Portofino Capital Partners, Paul Gabos, CFO 
of Lincare Holdings; Dr. Roger Freeman, a maternal-fetal physician in Southern California; Dr. Waldemar 
Carlo, Professor of Pediatrics at the University of Alabama; Dr. Pascal Goldschmidt, Dean of the University 
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of Miami School of Medicine;  Dany Garcia, head of Miami-based investment advisory firm JDM partners; 
Enrique J. Sosa, Ph. D., former President of BP Amoco Chemicals; and Manuel Kadre, VP and General 
Counsel of the de la Cruz Companies.  Pediatrix’s insiders hold 1.8 million shares or a little under 4% of total 
outstanding. 

 
Recent Results 
Mednax reported excellent financial results for third quarter 2009 in early November, including revenues of 
$331.3 million, an increase of 24% over Q3/2008, and net income of $48.1 million, or $1.03 per share, 
compared with $0.81 per share in the prior year period. Revenue growth was led primarily by acquisitions, 
although same-unit revenue growth of 7.4% year-over-year also contributed to the positive results. Same-unit 
growth was split approximately 2/3 from procedural volume increases and 1/3 from higher reimbursement per 
procedure. Net income increased primarily due to lower interest expenses and a lower tax rate, as practice 
salaries, supplies, and general and administrative expenses year-over-year held very stable as a percentage of 
revenues. The chart below outlines revenues, operating income, net income, and earnings per share for Mednax 
for Q3/2009 and Q3/2008: 

 

Quarter ended ($000s) September 30th,  2008 September 30th,  2009 % Change  
Revenues $267,185 $331,276 24.0%
Operating Income $62,196 $78,343 26.0%
Net Income $37,396 $48,134 28.7%
Earnings per share $0.81 $1.03 27.2%
Shares outstanding 46,178 46,664 1.1%

 

Balance Sheet and Operating Cash Flow 
Mednax continues to maintain a solid balance sheet, aided by strong operating cash flow. At quarter end 
September 2009, the Company had $20.9 million in cash on hand, up from $14.3 million at the start of the year, 
and $85.5 million in long-term debt, down from $139.5 million nine months earlier. Operating cash flow for the 
first nine months of 2009 was $168.5 million, up nearly 49% year-over-year, and enough to pay down 
outstanding long-term debt and increase cash balances while still financing over $100 million in acquisitions 
and over $10 million in capital equipment purchases. A decrease in days sales outstanding (DSO) this year, 
from 50.2 days at December 31, 2008 to 45.6 days at the end of the most recent quarter, also contributed to the 
increased cash flow this year. Mednax currently has $85.5 million drawn down on its $350 million line of 
credit.  

 

With projected positive net income and operating cash flow for this year, Mednax is expected to continue to 
pursue acquisition activity at levels comparable to those of recent years. The Company’s new foray into 
anesthesiology practice management has on occasion led to higher levels of cash outlays, as these acquisitions 
tend to be of physician groups typically larger than neonatal or pediatric groups. In addition, in the past Mednax 
has maintained an active share re-purchase program, the most recent of which was in 2008, and the Company 
could do so again in the future, particularly if Mednax continues to pay down its long-term debt. Finally, on a 
seasonal basis, the Company historically has a large cash commitment in the first quarter of each year in order 
to pay physician year-end bonuses. 
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Acquisition Activity 
 
Mednax has pursued an active acquisition activity since its inception, initially focusing on neonatal physician 
practices but more recently branching out into neonatal care-related acquisitions in the areas of pediatric 
cardiology, maternal-fetal medicine, and pediatric intensive care, and most recently anesthesiology. The pace of 
acquisitions had accelerated in recent years as the Company has grown, and has especially picked up since late 
2007, when Mednax made its first anesthesiology group practice acquisition. With the exception of a large 
anesthesiology practice acquisition (61 physicians in Raleigh, North Carolina) in October 2008, Mednax has 
financed its acquisitions through operating cash flow, although the Company has established adequate capacity 
under its credit facilities to allow large acquisitions if necessary. Acquisition activity in terms of number and 
type of practices acquired and approximate cash used for Mednax for 2006, 2007, 2008 and 2009 are outlined in 
the table below: 

Year Groups acquired Total cash outlay 
2006   8 (5 neonatal, 3 pediatric cardiology) $89 million
2007 10 (5 neonatal, 2 Pediatric cardiology, 2 Maternal-fetal, 1 anesthesiology) $119 million 

2008 13 (4 neonatal, 3 Pediatric cardiology, 4 Maternal-fetal, 2 anesthesiology) $272 million 

2009 11 (8 neonatal, 1 Pediatric cardiology, 1 Maternal-fetal, 1 anesthesiology) $151 million 

 

Outlook/Growth Drivers 
Mednax’ management provided financial guidance for their upcoming Q4/2009 results at the time of their 
Q3/2009 financial release in early November. This guidance included a range of $0.95-$1.01 in earnings per 
share and several revenue parameters including: 

1) Same-unit NICU patient volume of 1% higher to 1% lower when compared to the prior year period; Same 
unit NICU volume was up 2.7% through the first nine months of this year, and;  

2) Percentage of services reimbursed through government programs (Medicare, Medicaid) is forecast to be 
between 2% higher and even with levels in the third quarter of 2009, which continues a trend evidenced for the 
first nine months of this year over the same period in 2008. 

Our estimates for Q4/2009 for Mednax are revenues of $333.6 million, or 12.0% above Q4/2008, and $0.97 per 
share in earnings, in the mid-point of the range of guidance and a very positive increase over $0.81 per share 
earned in the prior-year period. In addition to higher revenues, key factors in our positive earnings forecast 
include lower supplies expenses, lower interest costs, and a slightly lower estimated tax rate. For the calendar 
year 2009, our estimates are revenues of $1.29 billion, or 20.6% above 2008, and earnings per share of $3.68, or 
19.1% above EPS in 2008.  

For 2010, we are forecasting that Mednax will earn $4.04 per share on revenues of $1.43 billion, representing 
an increase of 11.0% over forecasts for 2009. Higher sales volumes are the primary driver of increased earnings 
next year in our forecast, as we are assuming that most expense items in 2010 will remain level with 
percentages in 2009. Due to the strong operating cash flow, which we forecast will be enough to maintain an 
acquisition program of $150-$200 million in cash outlays in 2010, we are also assuming that investment income 
will increase in 2010 while interest expense will decline, also a positive factor in increased earnings per share 
forecast for 2010.   

Mednax management has not yet provided financial guidance for 2010, and most likely will do so for only the 
upcoming quarter, beginning with Q1/2010 in early February at the same time as Q4/2009 financial results are 
released, as they have done in prior years. 
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Stock Valuation/Comparables 
We have compiled a six-member group of comparable stocks to Mednax, although the Company remains a 
unique survivor in the physician practice management area. Our comparable companies include surgical service 
providers Amsurg (Nasdaq/AMSG/Not Rated) and MedCath (Nasdaq/MDTH/NR), a dialysis center operator in 
DaVita (NYSE/DVA/NR), and two therapy services providers, Rehab Care (NYSE/RHB/NR) and US Physical 
Therapy (Nasdaq/USPH/NR). (See Table 1 below)  Mednax shares currently trade in the middle of our industry 
group in terms of valuation multiples, below the industry average for price/earnings ratios for fiscal 2009, and 
above the average in terms of price/earnings ratios for calendar year 2010 and price/revenues for calendar year 
2009, due perhaps in part to significant earnings turnarounds forecast for several of these firms in 2010 while 
Mednax’s results have been much steadier. Still, we believe that Mednax’s valuation ratios and share price can 
return to levels of just a few years ago in the time of a higher stock market and fewer concerns regarding the 
near-term direction of the US health care system, and we are recommending that investors BUY shares of MD, 
with a 12-18 month price target of $80, just 20X estimated earnings of $4.04 per share in 2010, or 
approximately 33% above current levels. 
  

Risk Factors 
 
Mednax derives a significant portion of its revenues from government sources, including Medicaid for 
neonatal/pediatric cases and Medicare in the anesthesiology area. With the number of recent anesthesiology 
acquisitions, the percentage of revenues from Medicare are expected to increase in the future; likewise a poor 
economy is expected to drive more maternal care patients into government programs such as Medicaid in the 
near future. In recent years, Mednax has stepped up its acquisition activity, particularly in the anesthesiology 
area after evaluating this market for several years, and there can be no assurance that both the quantity and 
quality of desirable practices will be available in the future to fuel growth. 
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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 – January 2, 2010 – BUY – Price Target $80  
 
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) Buy: the stock is expected to appreciate and produce a total return of at least 20% over the next 12-18 
months; 2) Neutral: the stock is fairly valued for the next 12-18 months; and 3) Sell: the stock is expected to decline at least 20% over 
the next 12-18 months and should be sold. 
 

 Company Coverage Investment Banking 
Ratings Distribution # of Companies % of Total # of Companies % of Totals 
Buy 13 93% 6 46% 
Neutral 1 7% 1 100% 
Sell 0 0% 0 0% 
Total 14 100% 7 50% 

 

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. 
 
 
 


