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Investment Highlights 
 
1)  Mednax reported strong earnings results for their Q3/2011 this 
morning, earning $1.19 per share (non-GAAP) versus $1.06 in the 
prior year period on revenues of $407.7 million, up 16.1% year-over-
year. Our estimates for the quarter had been revenues of $398.5 million 
(an increase of 13.5% year-over-year) and earnings per share of $1.17, 
representing a solid upside surprise in the quarterly results for Mednax. 
Revenue growth for the quarter was divided between acquisition-
related growth of 11.1% and same-unit revenue growth of 5%. Same-
unit growth, which was very strong for the quarter, was split between 
increases in volume (1.9%) and reimbursement-related factors (3.1%). 
Operating expense metrics were very similar year-to-year, with 
operating margins improving slightly to 23.3% as compared to 23.2% 
in the prior year period.  Cash flow was strong for Mednax during the 
quarter, at $100.1 million, and is now up to $180.9 million through the 
first nine months of the year, helping the Company finance $83.6 
million in acquisitions and related contingent payments (six physician 
practices), as well as repay approximately $96.5 million on its line of 
credit.    
 
2)  Company management also provided financial guidance for the 
upcoming fourth quarter, including earnings in the range of $1.15-
$1.20 per share, assuming same-unit revenue growth of 2%-4% year-
over-year. This is the same guidance provided in August for the 
upcoming third quarter, and Mednax’s results came in on the high side 
of that guidance. Considering this recent guidance as well as better-
than-expected results for the third quarter, we are lowering our EPS 
estimates for Mednax for Q4/2011 slightly from $1.22 per share to 
$1.20 per share, allowing our original $4.48 per share estimate for 
2011 to stay the same.  On the revenue side, we are keeping our 
estimate of $409 million for Mednax for Q4/2011, equating to an 11% 
year-over-year increase, accounted for by an 8% increase in 
acquisition-related growth and a 3% increase in same-store revenue. 
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We are also assuming net operating margins of 23.6% for Mednax for Q4/2011, slightly above the 23.3% 
achieved both in the prior quarter and prior year quarter, due primarily to economies of scale. We are not 
assuming any share buybacks or a significant pickup in acquisition activity over the last two months of the year; 
also recent purchases in early October (6 physician group in St. Louis) and early November (5 physician group 
in San Antonio) will boost results in Q4/2011 to some extent. For the year as a whole, our forecasts average out 
to revenue growth of 13.6% and earnings per share of $4.48, or 11% year-over-year. 
 
 
3) Mednax has maintained its recent pace of acquisitions, adding two new physician practices in recent 
weeks (one in pediatric surgery, a new subspecialty for Mednax, and one in maternal-fetal medicine), for a total 
of eight practices added so far this year.  The Company to date is right on track with its typical pace for the first 
nine months of the year (9 acquisitions at this point in 2009 and 10 in 2010), although historically this pace has 
accelerated in the last few months of the year and may do so again in 2011. In today’s conference call, Mednax 
management did not rule out completing one or even two large anesthesiology group practice acquisitions by 
the end of this year, and the Company has plenty of operating cash flow and availability on its recently 
increased and extended line of credit in order to do so. 
 
4) For 2012, we are forecasting that Mednax will earn $5.00 per share on revenues of $1.73 billion, 
representing increases of 11.6% and 8.5% respectively, based on moderately improving margins, acquisition 
growth of 6% and same unit revenue increases of 2%-3%.  Our estimate for 2012 remains the same as before.  
Mednax management has not yet provided fiscal guidance for 2012, but most likely will do so early next year. 
Our estimates for 2012 assume no share buybacks, similar operating margins as in 2011, and an acquisition 
pace similar to 2011’s, or between 10-15 physician practice purchases including one large anesthesia group. 
Mednax has fared well so far relating to government reimbursement rates proposed for next year, in particular 
for Texas, Mednax’s largest area, which bodes well for operating margins for 2012 and beyond.  

 
Conclusion 
 
We are maintaining our Buy rating on Mednax and 12-18 month price target of $80, 18X estimated 2011 
earnings of $4.45 per share and 16X estimated earnings of $5.00 per share for 2012. We believe Mednax 
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.  

 
Stock Valuation/Comparables 

We have compiled a four-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 
provider Amsurg (Nasdaq/AMSG/Not Rated), a dialysis center operator DaVita (NYSE/DVA/NR), and two 
therapy services providers, Rehab Care (purchased earlier this year by Kindred Healthcare (NYSE/KND/NR) 
for $900 million) and US Physical Therapy (Nasdaq/USPH/NR).  Mednax’ shares currently trade in the mid-
point of our industry group in terms of price/earnings valuation multiple (based on 2011E), although this year’s 
strong buyout-related bounce back for Rehab Care shares has raised the average for our group since the start of 
the year. 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, more similar to the valuation metrics historically enjoyed by dialysis leader DaVita. Thus we are 
recommending that investors BUY shares of MD, with a 12-18 month price target of $80, 18X estimated 
earnings of $4.48 per share estimated for 2011, or approximately 20% above current levels. 
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Risk Factors 

 
In addition to normal economic and market risk factors that impact most equities and the common risks 
shared by Mednax with other companies in the industry, we believe risks to our price target include the 
following: 

• Reliance on government funding — Mednax derives a majority of its revenues from Federal (CMS) 
reimbursement, including Medicaid for neonatal/pediatric cases and Medicare in the anesthesiology area. 
With the large number of recent anesthesiology acquisitions by the Company, the percentage of revenues 
from Medicare is 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.  

• Reliance on acquisitions – In recent years, Mednax has depended on acquisitions for revenue and earnings 
growth. However, should tax laws, new competitors in the physician practice management area, or other 
factors hamper the Company’s ability to find and close accretive acquisitions, this steady, historical source 
of growth could disappear for Mednax.   

• Legal proceedings – In the past, Mednax has been the subject of a number of lawsuits related to its 
business, including with the US Department of Justice over billing practices, the US Attorney’s office over 
the practice of granting stock options, and by other individuals (including medical practitioners) over the 
normal course of business.  Each of these lawsuits required legal defense (and related expenses) by the 
Company and in some cases resulted in settlement, requiring cash outlays.  There can be no assurances that 
additional litigation against Mednax is not filed in the future. 

• Increased borrowings – Mednax increased its long-term borrowings in the most recent complete fiscal 
year ending December 31, 2010 as a result of recent stepped-up acquisition activity.  Although Mednax has 
historically been able to repay its lines of credit and we are forecasting future operating cash flow to be 
positive, there can be no assurance that the Company will be able to repay its new indebtedness should its 
business undergo a serious downturn in the future. 

• Reliance on existing management – Mednax’s current operating management has been in place for an 
extensive number of years, and in the case of CEO Roger Medel even since the founding of the Company. 
Should any of the Company’s top management retire or leave the firm for other reasons in the near future, 
this could result in a lack of confidence with investors and/or an interruption of the Company’s multi-year 
track record of increasing revenues and earnings. 
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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, but the Firm as a whole does not beneficially own 1% or more of any class of common equity securities of the subject 
company. 
 
 
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 27 84% 8 30% 
Neutral 4 13% 3 75% 
Sell 1 3% 0 0% 
Total 32 100% 11 34% 

 

Information about valuation methods and risks can be found in the “STOCK VALUATION” and 
“RISKS” sections of this report. 
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