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• PHM released its Q2/FY18 (March) results that showed much better EBITDA than
anticipated. Revenue/EBITDA was $18.7m/$2.24m (12%) versus our expectations
of $18.7m/$1.7m (9%). We note that this was not only a dramatic improvement
versus our expectation but also versus the Q1/FY18 EBITDA margin of 8%.
• While at first glance the y/y growth in revenue and EBITDA may not look too
impressive, we would highlight the following:
a)

b)

c)

d)

The company reports in C$ yet its business is entirely in the US. On a y/y basis,
the C$ strengthened by 4.4%. As such on a US$ basis, revenue was +6%.
Such an organic growth rate is in-line with the industry;
PHM is focusing on its re-supply business/ancillary revenue market for CPAPs.
This high margin business grew 33% y/y and helps drive its respiratory segment
by 11% as well as the q/q EBITDA expansion;
While EBITDA margin in Q2/FY17 was 12.3%, we believe this was overstated
given the large adjustment the company made to bad debt expense in
Q4/FY17. As such, we believe on an adjusted basis, the company grew
EBITDA from ~$0.5 million in Q2/FY17 to $2.24 million in Q2/FY18 – a material
and significant improvement. Since the end of FY17, we believe the
company’s A/R is fully representative of what is collectible. Bad debt
provision in Q2 was 12.7% of revenue, which we believe is in-line with industry
averages, albeit company believes it can get bad debt to ~10%, which will
also help to drive EBITDA margins.
The company generated FCF of $1 million in the quarter as its cash balance
grew to $4 million from $3 million in Q1. We believe this is the first quarter of
positive FCF generation in the company’s history.

• In other words, since Greg Crawford (who owns ~10% of the company) took over
operations of the company, he has done an outstanding job of streamlining the
costs, restoring margins and generating FCF. Management indicated its
turnaround is not yet complete and expects to grow EBITDA margins further, to
15%+ by Q4/FY18 or Q1/FY19.
• Interestingly, while re-imbursement cuts are always the largest risk, we believe
PHM’s product lines are fully mature and are not likely to see further cuts. In fact,
CMS has implemented new temporary rates effective June 1, 2018 – Dec 31, 2018
which actually INCREASE prices for some of PHM’s products. While this may not
be permanent, we also believe it is a signal that rates are a likely not going lower
in the near future.
• From a growth perspective, we expect PHM to continue to post single digit
organic growth with margin expansion over the back half of the year. We now
forecast FY18 rev/EBITDA of $77m/$9.4m. We are also introducing our FY19
forecast of $81m/$12.1m. These forecasts do not include any acquisitions, which,
now that the turnaround is virtually complete, is likely to augment growth.

Q2/FY18 Results
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Valuation
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Stock Data (MM)
Shares Outstanding
Basic

380.0
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380.0
Market Cap (C$)

Basic

$36.1

FD

$36.1

Net Debt
EV (C$)

$5
$41
About the Company

PHM is foc used on a highly fragmented and developing market of small
privately- held US c ompanies servic ing c hronic ally ill patients with multiple
disease states. PHM is ac tively working to identify and evaluate profitable,
annuity- based c ompanies to ac quire their patient databases and tec hnic al
expertise at favorable pric es. PHM's post ac quisition organic growth strategy is
to inc rease annual revenue per patient by offering multiple servic es to the same
patient, c onsolidating the patient's servic es and making life easier for the
patient.
A ll pric e s in C $ unle s s o t he rwis e s t a t e d

Stock Performance

• The healthcare service sector universe is being driven by an aging population,
which is driving demand for their products/services. On average, they trade at
12x EV/EBITDA and as high as 16x, with many now trading at 52-week highs. At
3.3x, PHM trades at a 70% discount, yet now shows similar financial metrics as the
other players. We believe this valuation gap will narrow in the coming quarters.
Maintain Buy and raise target to $0.40 (was $0.35)based on 12x our FY19 EBITDA
forecast.
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