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Strawman Stock Spotlight: Pro Medicus
Limited (ASX:PME)

Executive Summary

Pro Medicus (PME) represents a high-conviction, high-quality medical imaging software firm
currently navigating a period of significant market re-evaluation. While the company's
operational excellence, industry-leading margins, and technological superiority are widely
conceded, its current market valuation remains a point of debate.

Critical Takeaways:

e Market Correction: The share price has experienced a significant drawdown, falling
approximately 68% from its peak of ~$330 to a current level of $114.60.

e Operational Dominance: PME’s Visage 7 platform is the industry gold standard,
utilizing GPU-based streaming and a cloud-native architecture to provide unparalleled
speed and efficiency in radiology workflows.

e Financial Profile: The company is entirely self-funding and debt-free, maintaining
extraordinary net margins of ~50% and underlying EBIT margins that reached 72.6% in
the first half of 2026.

e The Valuation Gap: Member valuations range from a more bearish fair value of $94
(based on a 5-year horizon) to a bullish $165 (based on a 20-year DCF). Investing at
current prices requires confidence in multi-decadal global leadership.

e Competitive Landscape: The market is increasingly viewed as a "two-vendor race"
between PME and the Swedish firm Sectra. While PME dominates the top-tier US
Academic Medical Centres (AMCs), Sectra maintains a broader global footprint and
consistent top-tier customer satisfaction ratings.



e Al - Threat or Tailwind?: Al is viewed as a "Workflow Moat" enhancer through research
collaborations, but it poses a structural risk if it eventually reduces the scarcity and cost
of radiologists (the primary drivers of PME’s premium pricing power).

1. Company Overview and Technological Advantage

Pro Medicus transformed its business model following the 2009 acquisition of the Visage
technology. By 2025, revenue and profit had grown approximately 13x and 20x, respectively,
without requiring external debt or equity capital.

1.1 The Visage 7 Platform

The core of PME's success is its proprietary GPU-based streaming technology. Unlike legacy
systems that require massive files (often exceeding 10GB for modern scans) to be compressed
and downloaded across networks, Visage 7 streams images on-demand.

e Speed and Efficiency: Implementation of large-scale systems can occur in under three
months — a fraction of the time required by legacy competitors.

e Clinical Impact: The software boosts radiologist efficiency by up to 50%, directly
addressing the global crisis of radiologist burnout by enabling remote diagnostic work
(e.g., from home or mobile devices) without speed degradation.

e Full-Stack Capability: The platform provides a single viewer for radiology, cardiology,
digital pathology, and high-resolution clinical photos.

1.2 Financial Performance Metrics

The company’s financial structure is characterized by extreme capital efficiency and scalability.

e Margins: Net margins remain north of 50%. Underlying EBIT margins hit 72.6% in H1
2026.

e Capital Allocation: Since its IPO in 2000, share issuance has increased by less than
5%, primarily for staff incentives. Approximately 50% of net profit is paid out in dividends.

e Cash Position: As of the end of 2025, the company sat on a cash and investment pile
exceeding $220 million.



2. Competitive Positioning: PME vs. Sectra

The medical imaging software market is consolidating into a competition between two primary
leaders: Pro Medicus and Sweden’s Sectra.

2.1 Side-by-Side Comparison

Feature

Pro Medicus ($PME)

Sectra

Origin/Focus

Market Segment

Architecture

Product Breadth

Customer
Satisfaction

Australian; Strong US market
focus.

Undisputed leader in US
Academic Medical Centres.

SaaS-native; GPU-streaming
from inception.

Expanding (Pathology,
Cardiology).

High; 11 of top 20 US
hospitals.

2.2 Strategic Moats

Swedish; Broad global footprint (60+
countries).

Leader in Europe and broader multi-
specialty coverage.

Established player transitioning legacy
systems to Saas.

More mature multi-specialty
(Pathology, Genomics,
Ophthalmology).

Consistently #1 in KLAS ratings for 13
years.

e PME’s Moat: Built through proof-of-concept at the largest US health systems
(mega-IDNs and top-20 AMCs). These full-stack wins create high switching costs and
generate momentum into mid-tier health systems.

e Sectra’s Moat: Built through breadth of specialty coverage and deep institutional
relationships in European public-sector tenders (e.g., the UK’s NHS and Nordic health

systems).



3. Valuation Analysis: Divergent Perspectives

Investment analysis of PME generally splits into two schools of thought: fundamental-oriented
conservatism and long-term business-oriented optimism.

3.1 Valuation Comparison Table

Metric Bullish Case (mikebrisy) Conservative Case (DrPete)
Fair Value $165 (Range: 120-220) $94

Methodology 20-year Bottom-up DCF 5-year Scenario-weighted PE
Discount Rate 9% WACC 10% Fair / 15% Buy Price

Market Share Assumption 24%-48% global share by 2045 ~20% US market share by 2030

Investment Rating Accumulating on weakness Sell

3.2 Key Valuation Debates

e Margin Sustainability: Skeptics argue that 50% net margins are historically
unprecedented (comparable only to Visa or Verisign) and will inevitably attract
competitive pressure. Proponents argue that operating leverage will continue to expand
these margins as the cost base remains contained while revenue scales.

e Time Horizon: Much of PME’s intrinsic value lies in years 10-30 of its growth cycle.
Short-term models (5 years) may fail to capture the long-tail cash flows of a capital-light
SaaS compounder.

e Terminal Value Sensitivity: The 20-year DCF is highly sensitive to the WACC and
continuing growth rate assumptions. A 1% shift in WACC significantly alters the
valuation.




4. Risks and Strategic Challenges

While PME is a world-class operator, several structural and cyclical risks persist.

4.1 The Al Factor

Al is a "double-edged sword" for PME:

e Tailwind: PME acts as the clinical platform through which Al diagnostic tools are
delivered. Their GPU-based architecture is intrinsically Al-capable. Research
Collaboration Agreements (CRAs) with institutions like the Mayo Clinic grant PME
access to curated data for development.

e Threat: PME’s pricing power is based on the scarcity and high cost of radiologists. If Al
improves productivity to the point where radiologists are no longer a bottleneck, or
removes the "human-in-the-loop" requirement, the underlying economic justification for
PME's premium pricing could erode.

4.2 Management and Succession

e Founder Risk: CEO Sam Hupert is 71 years old. His leadership is considered a
"wizard-like" influence on the company's culture and market trust.

e Succession Planning: Recent senior appointments (March 2026) indicate deliberate
succession planning. Clayton Hatch (CFO since 2012) moved to Head of Business
Operations and Investor Relations to develop CEO-level operational experience. Danny
English (internal promotion) took over as CFO.

4.3 Market Specifics

e Geographic Concentration: Approximately 90% of PME’s revenue is concentrated in
North America. While they have secured the Heidelberg logo in Europe, replicating the
US AMC "template" in Europe remains difficult due to public tender structures and lower
reimbursement frameworks.

e Valuation Compression: As the company matures, it faces "valuation gravity." Even if
earnings grow 5x over the next five years, a compression of the P/E ratio from current
high levels (85-100x) to a more standard 25-30x could result in stagnant share price
growth.



5. Analytical Observations on Future Growth

New Growth Engines: Cardiology is identified as a significant future revenue driver.
Implementation Speed: PME’s competitive advantage is reinforced by its
implementation track record (e.g., the Trinity Health rollout), which is cited as being up to
three times faster than competitors.

e Contract Momentum: Recent data suggests annualised contract values are rising
significantly, with FY 2027 projected to be a "cracker" year as full revenue from major
signings like Trinity Health begins to flow.

e Investment Discipline: For new investors, analysts suggest a tiered entry strategy
(tranches over 3-6 months) to mitigate the psychological burden of volatility in a stock
that currently trades at over 100x earnings.

Video Summary

We have prepared a ~7 min Al video summary of this report.

You can access it here:
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https://vimeo.com/1180640095/1bd3c0996f?fl=tl&fe=ec

Link: https://vimeo.com/1180640095/1bd3c0996f
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© 2026 Strawman Pty Ltd. All rights reserved. This report is a product of the collaborative
Strawman community and is provided for informational purposes only. It does not constitute
financial advice or a specific recommendation to buy, sell, or hold any security. While prepared
with reasonable care using available company data and expert insights, no warranty is made
regarding the accuracy or completeness of the information contained herein. Investors should
consult with a qualified professional and consider their own specific financial situation before
making investment decisions.
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