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Medicare (CMS) announced yesterday that 14 or the 16 product
categories that were contemplated for its 2021 competitive bidding
are not going forward. The only products that will be included are
back and knee braces, neither of which PTQ provides.
As pertains to PTQ in particular, we already knew (in April 2020) that
non-invasive vents (NIV) were being excluded, which represents ~17%
of PTQ’s revenue. Yesterday, oxygen and CPAP/biPAP were also
removed, the two of which represent ~20% of revenue.
CMS’s rationale for the exclusion of 14 of the 16 products categories
was that “…the payment amounts did not achieve expected savings”.
In other words, any potential savings would not justify the likely
disruption in service that naturally comes with price reductions. Or, put
another way, these products have undergone re-imbursements cuts
already such that there is “no more juice left in that lemon”.
What this means for PTQ is that investors can have confidence that the
recent record revenue and margin profile is sustainable at least until
the next round of competitive bidding, tentatively scheduled for 3
years but likely longer if there are no more “expected savings” by
CMS.
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The implications are severalfold for the stock:

FD

$247

a)

Net Cash
EV (C$)

$35
$170

b)

c)

•

CMS Cancels 2021 Competitive Bidding
Program
BUY (Unch)
$3.00 (unch)

Investors have seen in the past what happens to share prices
upon a re-imbursement cut. Now that PTQ has revenue and
margin certainty, we believe investors will reward the company
with a multiple expansion. As a reminder, PTQ trades at a 50%
discount to its immediate peer group;
PTQ can pursue its own M&A pipeline with confidence that its
targets will not have any surprises. In particular, we believe some
of the companies in its pipeline have material exposure to
oxygen/sleep. As such, we would expect PTQ to accelerate its
M&A program, especially with targetco margin certainty and with
its strong balance sheet ($35 million in cash and US$20 million
untapped credit facility);

About the Company
PTQ is focused on a highly fragmented and developing market of small
privately-held US companies servicing chronically ill patients with multiple
disease states. PTQ is actively working to identify and evaluate profitable,
annuity-based companies to acquire their patient databases and technical
expertise at favorable prices. PTQ's post acquisition organic growth strategy is to
increase annual revenue per patient by offering multiple services to the same
patient, consolidating the patient's services and making life easier for the
patient.
All prices in C$ unless otherwise stated

Stock Performance

With revenue and margin certainty, PTQ itself could become an
M&A target with the most obvious suitor being AdaptHealth
(AHCO-US, NR). With FY21 revenue expectations of US$1.2 billion,
we understand that AHCO has backed-away from smaller
acquisition targets as they do not move the revenue needle.
However, PTQ’s expected revenue of $136 million could be very
material to it.

PTQ continues to perform very well and, as we noted in our last
update, has hit a number of significant milestones over the past
several months. Yesterday’s announcement from CMS provides yet
another positive datapoint and further skews the risk-return very
positively. We maintain our Buy recommendation and $3.00 target
price.
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Total 12-month return expected to be > 15%
Potential 12-month return is high (>15%) but given elevated risk, investment could result in a material loss
Total 12-month return is expected to be between 0% and 15%
Total 12-month return is expected to be negative
Clients are advised to tender their shares to a takeover bid or similar offer

Dissemination
Beacon Securities distributes its research products simultaneously, via email, to its authorized client base. All research is then available on
www.beaconsecurities.ca via login and password.
Analyst Certification
The Beacon Securities Analyst named on the report hereby certifies that the recommendations and/or opinions expressed herein accurately
reflect such research analyst’s personal views about the company and securities that are the subject of the report; or any other companies
mentioned in the report that are also covered by the named analyst. In addition, no part of the research analyst’s compensation is, or will
be, directly or indirectly, related to the specific recommendations or views expressed by such research analyst in this report.

Beacon Securities Ltd.| 66 Wellington Street West, Suite 4050, Toronto, Ontario, M5K 1H1 |416.643.3830|www.beaconsecurities.ca

