
7/27/2017, 5:08 PM Page 1 of 9    Q2 2017 Earnings script.docx 
 

Cerner Corporation 
Second Quarter 2017 

Earnings Conference Call 
July 27, 2017 

 
Moderator 

Welcome to Cerner Corporation’s second quarter 2017 conference call.  Today’s date is July 27, 2017, 
and this call is being recorded. 
 
The Company has asked me to remind you that various remarks made here today constitute forward-
looking statements, including without limitation, those regarding projections of future revenues or 
earnings, operating margins, operating and capital expenses, solution development, new markets or 
prospects for the Company’s solutions and services, and plans for CEO succession.  Actual results may 
differ materially from those indicated by the forward-looking statements.  Additional information 
concerning factors that could cause actual results to differ materially from those in the forward-
looking statements may be found under Item 1A in Cerner’s Form 10-K together with the Company’s 
other filings.  A reconciliation of non-GAAP financial measures discussed in this earnings call can be 
found in the Company’s earnings release, which was furnished to the SEC today and posted on the 
investor section of Cerner.com.  Cerner assumes no obligation to update any forward-looking 
statements or information except as required by law. 
 
At this time, I'd like to turn the call over to Marc Naughton, Chief Financial Officer of Cerner 
Corporation.  
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Marc Naughton 

Thank you.  Good afternoon everyone and welcome to the call. 
 
I’d like to start with the very sad news we all got on July 9th, when we learned of Neal’s passing.  It has 
been tough for us these past few weeks, and we appreciate the many people who have reached out 
to offer condolences and share their thoughts and stories about Neal.   
 
Neal firmly believed he had a lot more work to do, and he didn’t stop working until the very end.  He 
believed health care was broken and it was our job to fix it.  He was not done, but he built a company 
with 25,000 people who are inspired by his vision and passion for changing health care.  We believe 
the best way to honor his legacy is to keep up the very hard and important work towards achieving 
the vision he established.  We believe Cerner is well positioned to do this given the talent of our 
associates and the depth and breadth of our management team, which Neal often called the best 
leadership team in health care IT.  With Neal at the helm, we were always recognized as a company 
with a visionary, but Neal ingrained vision in our culture, and now is our chance to prove that we are 
also a visionary company. 
 
As we announced, Cliff Illig has been named Chairman of the Board and interim CEO, and the Board is 
nearing completion of its ongoing succession planning process to identify our next CEO.  We will let 
you know as soon as that process is complete.  
 
 
With that, I will transition to a review of our numbers.  Zane Burke, our President, will follow me with 
results highlights and marketplace observations, and then Mike Nill, our Chief Operating Officer, will 
provide operational highlights. 
 
Regarding our results, Q2 was another good quarter that demonstrated execution against our 
established targets. 
 
Bookings, Backlog and Revenue 

Starting with bookings, our bookings in Q2 was $1.636 billion, which is an all-time high and reflects a 
16% increase over Q216.     
 
Our revenue backlog ended the quarter at $16.65 billion, which is up 11% from $15.013 billion a year 
ago.     
 
Revenue in the quarter was $1.292 billion, which is up 6% over Q216.  The revenue composition for 
Q2 was $348 million in System Sales, $260 million in Support and Maintenance, $658 million in 
Services, and $26 million in Reimbursed Travel.   
 
System sales revenue for the quarter was up 4% compared to Q216, with growth in licensed software 
and subscriptions being partially offset by a decline in technology resale.  Our system sales margin 
percent of 66.3% was up 50 basis points over the year-ago period, reflecting the growth in software, 
and down from 68.6% in Q117 due to the mix of technology resale that included lower levels of third 
party software. 
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Moving to Services, total Services revenue, including professional and managed services, was up 9% 
compared to Q216.   
 
Support and Maintenance revenue increased 1% for the quarter, which is slightly below our full-year 
expected growth rate, but we still expect growth of 3 to 4% for the rest of the year.   
 
Looking at revenue by geographic segment, domestic revenue increased 8% over the year-ago 
quarter to $1.16 billion and non-U.S. revenue of $136 million declined 5% against a Q216 comparable 
that included a higher than normal amount of hardware and software revenue.  Another factor in the 
non-U.S. year-over-year decline was that currency fluctuations impacted non-U.S. revenue growth by 
about 3% in the quarter.  
  
Moving to gross margin.  Our gross margin for Q2 was 82.7% which is down 40 basis points compared 
to a year ago and down 150 basis points compared to Q117, primarily due to the lower mix of 
sublicensed software in our technology resale business that I mentioned. 
 
Earnings 

Now I will discuss spending, operating margin and net earnings.  For these items, we provide both 
GAAP and Adjusted, or Non-GAAP, results.  The Adjusted results exclude share-based compensation 
expense, share-based compensation permanent tax items, Health Services acquisition-related 
amortization, acquisition related deferred revenue adjustments and other acquisition-related 
adjustments, which are detailed and reconciled to GAAP in our earnings release. 
 
Operating Expense 

Looking at operating spending, our second quarter GAAP operating expenses of $820 million were up 
7% compared to $769 million in the year-ago period.   
 
Adjusted operating expenses were $771 million, which is up 7% compared to Q216.  This growth was 
primarily driven by an increase in personnel expense related to revenue generating associates and 
non-cash items.  Looking at the line items, Sales & Client Service expense increased 8%.  Software 
development increased 6%, driven by non-cash items as we had $8 million less capitalized software 
and $7 million more amortization than Q216. G&A expense was up 1%.  Amortization of Acquisition-
related Intangibles decreased by $1 million. 
 
Operating Margins   

Moving to operating margins.  Our Q2 GAAP operating margin was 19.3% compared to 19.8% in the 
year-ago period. Our Adjusted Operating Margin was 23.0% in Q2, which is down 80 basis points from 
the year-ago period due to the previously discussed technology resale mix and non-cash expense.   
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Net Earnings / EPS 

Moving to net earnings and EPS, our GAAP net earnings in Q2 were $180 million, or 53 cents per 
diluted share.  Adjusted Net Earnings were $206 million and Adjusted Diluted EPS was 61 cents, up 
5% from $0.58 in Q216. 
 
Our GAAP tax rate for the quarter was 29%.  When excluding the share-based compensation 
permanent tax items, the Q2 tax rate was 32%, which is basically flat compared to a year ago and 
consistent with our expectations. 
 
Balance Sheet / Cash Flow 

Now I’ll move to our balance sheet.  We ended Q2 with $748 million of total cash and investments, 
which is up from $609 million in Q1.   
 
Moving to debt, our total debt, including capital lease obligations, was $543 million, which is down 
slightly compared to Q1. 
 
Total receivables ended the quarter at $1.037 billion, which is up from $986 million in Q1.  Our Q2 
DSO was 73 days, which is up from 71 days in Q1 and down from 74 days in the year-ago period.   
 
Operating cash flow for the quarter was $292 million.  Q2 capital expenditures were $101 million, and 
capitalized software was $72 million.  Free cash flow, defined as operating cash flow less capital 
purchases and capitalized software development costs, was $119 million for the quarter.  
 
As we noted last quarter, our operating cash flow reflects classification changes required by new 
accounting standards.  For Q217, this impact resulted in approximately $12 million more operating 
cash flow than under the prior accounting guidance.  We have also recast 2016 cash flows to reflect 
this change, which resulted in Q216 operating cash flows increasing by $5.5 million over what was 
previously reported.   
 
Regarding free cash flow for the year, we still expect to increase our free cash flow by at least $150 
million under the prior classification method.  It is also likely we’ll drive a similar increase under the 
new method unless the tax impact of share-based compensation is materially lower in 2017.  Either 
way, we expect strong free cash flow this year. 
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Guidance 

Now I’ll go through guidance.    
 

• We expect revenue in Q3 to be between $1.265 and $1.325 billion, with the midpoint 
reflecting growth of 9% over Q316.    
 

• For the full year, we expect revenue between $5.15 and $5.25 billion. This range represents a 
tightening of our previous range and still reflects 8% full-year growth at the midpoint.    

 
• We expect Q3 Adjusted Diluted EPS to be 61 to 63 cents per share, with the midpoint 

reflecting 5% growth over Q316.   
 

• For the full-year, we expect Adjusted Diluted EPS to be $2.46 to $2.54, which also represents a 
tightening of our previous range and still reflects 9% growth over 2016 at the midpoint.  

 
• Moving to bookings, we expect bookings in Q3 of $1.45 billion to $1.60 billion, with the 

midpoint reflecting 6% growth compared to Q316.  
 
In summary, we are pleased with our good Q2, and look forward to a strong second half of the year.   

 
With that, I will turn the call over to Zane. 
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Zane Burke 
Thanks Marc.  Good afternoon everyone.  Today I’ll provide color on our results and make some 
marketplace observations. 
 
Results/Marketplace 
I’ll start with bookings.  As Marc mentioned earlier, we had an all-time high level of bookings of $1.64 
billion that reflect 16% growth over Q216.  The strength in bookings this quarter was well balanced, 
with good contributions from new and existing clients, short- and long-term contracts, and strong 
growth across all business models except technology resale.   
 
Looking at long-term bookings, 35% of bookings came from long-term contracts, which is up 
compared to Q216 due to good contributions from ITWorks and a strong managed services quarter.   
 
A key highlight of our quarter was that we continued our momentum in winning new footprints, as 
reflected in 32% of bookings coming from outside our core Cerner Millennium® installed base.  One of 
the many noteworthy new relationships this quarter, was established with LifePoint Health, a large 
investor-owned health system that owns and operates more than 70 hospitals and has a significant 
number of post-acute and outpatient facilities.  The contract currently covers a small group of sites 
that can be expanded to future sites as necessary and includes clinical, revenue cycle and ambulatory 
solutions as well as remote hosting. 
 
I remain pleased with our competitiveness and the amount of activity in the EHR replacement 
market.  Our new footprints this quarter again demonstrated a trend of hospitals—large and small—
looking to get off legacy systems to be on a more modern platform, keep up with regulatory 
requirements, drive operational efficiencies, and prepare for ongoing shifts in reimbursement 
models.  We believe we are doing very well against our primary competitor in this environment, given 
our ability to provide a predictable total cost of ownership on a contemporary architecture and 
demonstrate value and return on investment. Additionally, our demonstrated commitment to an 
open and interoperable platform with the ability to use data more broadly is increasingly important 
to clients and prospects alike. 
 
Beyond our success outside our installed base, our existing clients remain active in rounding out their 
solution and service portfolios at their existing Cerner sites, while also moving more of their sites to 
Cerner as they look to drive efficiencies through standardization on Millennium.  This activity 
contributes to growth across acute and ambulatory EHR and includes sales of population health and 
revenue cycle solutions and services.  We also saw more ITWorks activity this quarter and continue to 
view it as a major opportunity in our installed base.   
 
In population health, while uncertainty remains regarding exactly when the broader shift from fee-
for-service to value-based care will occur, there continues to be high interest in our population health 
solutions.  Currently, much of the focus is on analytics capabilities and tools that will support and 
optimize fee-for-service models while also preparing our clients for the shift to value-based models.   
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In our smaller venues, we had a strong quarter with our ambulatory and CommunityWorks offerings.  
In ambulatory, we had success at extending our solutions to the ambulatory facilities of our large 
health system clients, which led to the displacement of several different ambulatory competitors.  
We also had a noteworthy ambulatory win at Massachusetts Institute of Technology Medical, which 
contracted with us for ambulatory EHR, practice management and population health solutions.  MIT 
Medical serves more than 20,000 students, faculty, staff and retirees, as well as members of their 
families.  Our solutions will support MIT Medical’s clinical processes and facilitate proactive patient 
health management across its two locations in Cambridge and Lexington, Massachusetts. 
 
In CommunityWorks, we had an all-time high level of bookings, which was driven by strong levels of 
new clients as well as our first ITWorks deal with a CommunityWorks client.   
 
Another example of our competitive success is in the state and local market where we were selected 
by the Wisconsin Department of Health Services.  Cerner will implement Millennium at all 7 of the 
WDHS facilities, which include two psychiatric hospitals, two secure treatment facilities, and three 
centers for the developmentally disabled.   
 
Non-U.S. 
Moving to our business outside of the U.S., where we had mixed results.  Despite the revenue 
decline, which was driven mostly by foreign currency translation and technology resale, we had 
several regions with good bookings and a good operational quarter with a client in Brazil achieving 
HIMSS Stage 6.  Areas of bookings strength included Canada, Australia, Belgium, and the U.K.  Looking 
ahead, we have a strong bookings outlook for our global business, which we expect to lead to better 
non-U.S. revenue growth, particularly as we move into next year.   
 
Department of Defense / Veterans Affairs 
Next, I’d like to provide an update on our project with the Department of Defense.  Last week we 
went live at Naval Hospital Oak Harbor in Washington State.  This is the second site to come online as 
part of the Department of Defense’s initial operating capability program, and the go-live marks a 
significant milestone as the inpatient components of MHS GENESIS are now officially deployed.   
 
Capabilities deployed include a single integrated record across ambulatory, acute and all other 
venues in the Oak Harbor medical enterprise; medical device interoperability; advanced clinical 
decision support; specialty provider workflows and embedded clinical calculators; and barcode 
medication administration.  We also deployed a maternity-specific module designed to create a new 
infant record upon barcode scan and treatment plans tailored to mother and child. 
 
At its core, MHS GENESIS is the same commercially available, off-the-shelf electronic medical record 
that is deployed at thousands of facilities worldwide.  This project is creating an integrated and 
longitudinal patient record and coordination across the continuum of care, regardless of 
environment, scope or size of military and dental treatment facilities. The ability to integrate and 
share interoperable patient information with the U.S. Department of Veterans Affairs and civilian 
health systems is critical and is inherently built into the system. 
 
We are pleased with this milestone and it reflects the ongoing good work of the Department of 
Defense, Cerner, Leidos and other partners.  We expect additional go-lives as we move through the 
year. 
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Now I’ll briefly discuss our opportunity with the Department of Veterans Affairs.  In June, Secretary of 
Veterans Affairs Dr. David Shulkin announced Cerner’s selection to lead the next generation 
electronic health record system for the Department of Veterans Affairs. We feel a great sense of 
pride and responsibility to now have the opportunity to support our veterans and extend the reach of 
the platform being established through our work with the Department of Defense.   
  
Ensuring seamless care for our veterans is one of our nation’s top priorities, and we are honored and 
humbled by the opportunity to play a key role in improving the care experience of our former 
servicemen and women.  
  
We are working closely with the Department of Veterans Affairs on scoping the full work effort, 
designing the project plan, and negotiating a contract.  We are also in the process of building our 
team and selecting our partners.  Please keep in mind there is little more we can say at this point.  
We look forward to sharing more information once there is a contract, which we believe will happen 
by the end of the year. 
 
   
With that I will turn the call over to Mike. 
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Mike Nill 

Thanks Zane.  Good afternoon everyone. 
 
ITWorks 
I’ll start with ITWorks.  As Zane mentioned, ITWorks was a larger contributor to our bookings in Q2 
than it has been in recent quarters.  We had a large existing ITWorks client expand their relationship 
to include additional services.  This large expansion of services is a good example of the opportunity 
we still have within our base of ITWorks clients. 
 
We also added a client to our ITWorks model in the quarter.  The client, Western Missouri Medical 
Center, has been a CommunityWorks client for several years and has deployed Millennium solutions 
to their 84-bed general medical and surgical hospital and their ambulatory clinics throughout the 
community.  The addition of ITWorks will provide more resources through Cerner centralized services 
and help them increase system speed, enhance usability and stability, and improve issue resolution 
through an enhanced help desk. 
 
Looking ahead, our pipeline for ITWorks remains strong, and we expect good contributions in the 
second half of the year. 
 
Albert Einstein – HIMMS Stage 6 
Now I’d like to highlight a recent client accomplishment.  Our first client in Brazil, Albert Einstein, 
recently achieved Stage 6 on the HIMSS EMR Adoption Model.  This accomplishment came just six 
months after their go live.   
 
This was a large and complex project that required high levels of adoption and engagement from 
approximately 8,000 staff members and physicians.  Stage 6 is considered a major accomplishment as 
it signals that hospitals have achieved a significant advancement in their IT capabilities.  The hospital 
is currently making strides to reach HIMSS Stage 7, which is considered a paperless hospital. 
 
DevCon 
Finally, I wanted to mention our recent Developer’s Conference, which we call DevCon, as I think it is 
an important part of our development culture and our success.  DevCon is an associate-driven 
conference designed to increase collaboration and continued learning for all Cerner associates who 
contribute to the development process. With 3,600 associates attending, it’s size is second only to 
the Cerner Health Conference.   
 
Attendees learn new concepts, brainstorm ideas, and network with fellow associates in a fun and 
interactive environment.  I believe the value of the interaction and collaboration that comes out of an 
event like this is immeasurable.  It is clearly an important part of our culture, which I believe is a 
differentiating factor for Cerner when it comes to recruiting development talent and delivering high-
quality solutions.  
 
 
With that, I’ll turn the call over to questions. 
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