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Catasys, Inc. (CATS) 
Reducing Patient Expense Within Health Plans 
 

Highlights: 
~ Proven insurance cost reductions of ~ 50% on enrolled patients 
~ Signed contracts with Tier-1 health insurance providers including 
United Healthcare, Aetna & Humana. Expected to sign most large insurers by end of 2017 
~ Over 34,000 eligible lives for the OnTrak program covered at year-end 2016. Expected to 
reach 90,000 eligible lives by Q1 2018. Catasys expects to enroll 20% of eligible lives 
~ Expected to turn cash flow positive during Q1 2018 
~ GAAP revenue guidance of $10MM in 2017, $47MM in 2018 and $137MM in 2019 
~ Large insider ownership with recent purchases on NASDAQ up-listing at $4.80 
 
Overview: 
Catasys (the Company) seeks to improve the behavioral health (BH) industry by providing an 
innovative proactive treatment solution with cost saving opportunities for health plans. The 
Company engages with healthcare plans, who provide them access to their patient database 
and their plan members. Catasys then utilizes proprietary data and predictive big-data 
analytics models to identify members of the health plans that are suffering from a behavior 
health disease of alcoholism, substance use disorder, anxiety and/or depression. These plan 
members who otherwise do not seek care for their BH diseases tend to have other comorbid 
conditions, including cardiovascular, diabetes and pulmonary heart disease, which result in 
increasing medical costs for the health plans.  
 
After identifying, engaging and enrolling those eligible members, the Company provides 
contract solutions of patient-centric treatment that integrate evidence-based medical and 
psychosocial interventions, along with intensive care coaching in a 52-week outpatient 
program. This proactive program, named OnTrak, is revolutionary in the treatment of 
alcoholism, substance use disorders, anxiety and depression, as the current system in the U.S. 
is a “passive” system. 
 
In our current, passive healthcare plans, those in need of help must actively seek out 
treatment, gain access to treatment, afford the cost of said treatment and then receive the 
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appropriate care that addresses both this physiological and the psychosocial aspect of these 
very complex diseases. The average amount of total costs to the health plans associated with 
these members, averages $30,000 per year, the costs being predominately from emergency 
room visits and inpatient hospital stays. The members also incur significant expense on their 
own, making them less likely to seek help. Alternatively, using OnTrak, Catasys has 
demonstrated a greater than 50% cost reduction to the health plan on those at-risk patients 
who enroll in the program. 
 
Humana Results of Catasys Trial Program 

 
 
With their proven success to date, Catasys is emerging as a leading healthcare analytics and 
treatment company, providing proprietary value-added care for health plan members. The 
Company is creating a nationwide scalable, replicable, efficacious, integrated outpatient 
treatment program for behavioral health disease by leveraging its provider networks of 
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independent medical doctors and psychologists and their own care coaches. In doing so, they 
are providing a uniform and universal solution to a problem that significantly ails the 
healthcare industry. 
 
Market Opportunity: 
Behavioral Health Disorders, including anxiety, depression, alcoholism and substance abuse, 
are a large and growing cost to the healthcare system. These patients average much higher 
medical costs to insurers and, as a group, are the most expensive component of healthcare 
payouts. Total treatment expense for behavioral health in the US (2014) was approximately 
$221B. This exceeded the total spend on diseases more well known to be expensive such as 
cardiovascular disease ($147B) and oncology ($122B). 
 
Catasys’ eligible population of patients experiencing behavioral health issues represents 22% 
of the $1.1 trillion total healthcare spend in the US. These patients average in excess of 
$30,000 per year in healthcare costs.  
 
Market Share of Ten Largest Health Care Insurers in US 

 
The ten largest healthcare insurers in the US have approximately 50% of the total marketplace. 
These companies represent the target customers of Catasys and, indeed, the Company expects 
to have most if not all as customers by the end of 2017. 
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Current Customers 

 
 
 
With 325 million US citizens, this means that Catasys will be working with companies that have 
well over 150 million members. The ultimate target market of all enrolled members in 
healthcare plans is 260 million adults in the US. According to the Company, in commercial 
insurance coverage, 0.5% of the members are prospective enrollees for OnTrak. This increases 
to 1.5% when you look at the Medicare Advantage & Medicaid population.  
 
Thus, in terms of eligible lives (the metric the Company uses to describe potential enrollees), 
Catasys has the potential to have in excess of 1.8 milllion BH sufferers whom they can try to 
enroll, just from the current healthcare plans engaged with the Company.  
 
The Company currently has 34,000 eligible lives under contract. As they work towards that 
potential eligible lives figure of 750,000, Catasys is gaining share not only with new customers 
but within existing ones. UnitedHealthcare, the largest health plan in the US, was signed as a 
client in the first Quarter of 2017. This is their largest contract to date as OnTrak will be rolled 
out to members in 8 states. Importantly, UnitedHealthcare signed on for all three diseases 
immediately.  
 
Other existing clients have also expanded their business with Catasys: Aetna has recently 
increased the number of members covered by OnTrak in Texas and Massachusetts, Health 
Alliance Medical Plan added Illinois, and Centene brought on Texas for their Medicaid patients.  
 
This growth of OnTrak coverage has kept Catasys on pace to meet their goal of 90,000 eligible 
lives by first quarter of 2018. Of these covered eligible lives, the Company expects to ramp to a 
steady enrollment rate of 20% in their programs. This ramp has historically taken up to 12 
months, but they have been seeing a compression of this timeframe as they progress forward 
with each new contract.  
 



Tailwinds Research LLC 
 
 

5 

Business Model: 
Enrollment in the OnTrak program has been proven to be a very effective at reducing overall 
costs for insurers. As patients work through this outpatient program, they use less expensive 
services such as ER visits, hospital visits (including length of stay) and prescription medications. 
 
Per Member Per Month (PMPM) Costs Pre and Post Treatment for Program Participants and Non Participants 

 

 
As the above chart shows, participation in the OnTrak program by eligible individuals results in 
substantial savings to the insurer of close to $1,000 per month. It is this savings that Catasys 
seeks to tap into under its revenue model. This model takes on different forms depending 
upon the customer. In some cases, the Company is paid up front on a yearly basis. In other 
cases it’s monthly at a fixed rate. Or, in certain cases, the Catasys will be paid based on savings 
generated to the insurer by their program. 
 
In general, however, Catasys receives $8,500 per patient. To put this figure in perspective, if 
the Company eventually achieves only a 5% penetration of their target market of 750,000 
eligible lives, they will receive $318 million in revenue per annum. Realizing that the 
Company’s target, and what they’ve seen in trials, is 20% penetration, it’s readily apparent 
that the opportunity is massive. 
 
The revenue received by the Company is recurrent annually. BH diseases are ongoing issues 
and treatment for these patients is necessary over the long term. This is important for the 
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health plans as BH sufferers have significant comorbid expenses. It’s the other diseases 
typically found along with behavioral health disorders, primarily cardiovascular, diabetes and 
pulmonary heart disease, that really ring the expense register for insurers. This explains why 
BH sufferers’ total expense to the healthcare system is higher than those  with other diseases 
such as cancer. And, as such, these sufferers could remain customers of the Catasys year after 
year.  
 
Catasys is building out a nationwide system for working with patients. Healthcare is managed 
on a state by state basis, and the Company’s customers are launching with them in certain 
states as they slowly roll out their service. It is important to note that over time every existing 
customer has only added more states, or more covered diseases; none have reduced their 
business with Catasys. 
 
As more customers come on line, Catasys achieves economies of scale. In each state where 
they have a customer, they have to build out a network. As more customers go live in a given 
state, Catasys gets higher margins. With that in mind, the Company has projected costs 
dropping to $3,200 per patient per year. This equates to a gross margin in excess of 50%. 
 
These substantial margins, combined with the significant market opportunity, should result in 
large free cash flow for Catasys. According to the Company, every 45,000 eligible lives should 
equate into $20M in free cash flow once fully enrolled. Thus, if the Company hits their target 
of 90,000 eligible lives by Q1 2018, the Company should be on pace for $40M in free cash flow 
by year end.  
 
Competitive Position: 
The BH disorders that Catasys treats (depression, addiction, anxiety) have been around for 
quite a while. There are numerous options for patients to get help for these disorders. What 
makes Catasys different, and really differentiates them from the competition, is their unique 
and disruptive business model.  
 
Traditionally, someone suffering from a BH disorder would have to seek treatment on their 
own. Their health plan might not even know they were suffering…but would be dealing with 
the large comorbid expenses generated by these members. If they did seek treatment, it 
would generally be through an outside run care program. These programs can be prohibitively 
expensive, are not completely integrated programs, and don’t necessarily follow best 
practices.  
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It is the programs, which are both inpatient and outpatient, that are the most direct 
competition for Catasys. But, they are competing for a different audience than Catasys. The 
existing facilities are seeking to land those members who self-diagnose and decide they need 
to do something about their disease. Sadly, for both the sufferers and the treatment centers, 
this is but a small part of the population.  
 
Catasys does three things differently than their competition. First off, they access the health 
plans’ member records directly. With access to these records, and a proprietary big data 
analytical capability they have developed in house, they determine which members are 
candidates for their programs. They then reach out and contact these patients, looking to 
assist them with their BH disorders. Thus, the first thing CATS does differently is target a large 
potential customer base that isn’t self-diagnosing and, therefore, isn’t even a possible client 
for their competition. 
 
Secondly, Catasys offers a fully integrated, best practices, outpatient care, which is importantly 
long term and ongoing, to the members. The care offered by the Company is an improvement 
over the competition for several reasons. By being a fully integrated program, Catasys offers 
patients integrates medical assessments, skills-based therapy and care coaching. Other 
treatment programs don’t combine all of these facets, nor do they necessarily follow best 
practices.  
 
The Company’s program also, for addicts, doesn’t disrupt the lives of the sufferers, as they 
don’t need to leave for weeks to go to a rehab facility. It doesn’t create a stigma, in that care 
can be received without anyone knowing they are getting it (versus going to a facility for 
weeks). And, it’s ongoing nature means that patients have less chance of relapse. For these 
reasons, CATS’ program is a step up on the competition. 
 
Finally, the last differentiator is the payment methodology. Catasys receives payment directly 
from the health plan and the patients generally pay nothing. Obviously, this is a very attractive 
scenario for sufferers and should drive CATS’ patient enrollments to levels unimaginable for 
their competition. Also, since this is more expensive for the health plans up front, it speaks to 
the quality of the care that Catasys is providing as well as its effectiveness. Health plans are 
seeing a dramatic cost savings as a result of the patients entering into the OnTrak program, 
which demonstrates the compelling business opportunity that exists for Catasys. 
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Management & Directors: 
One of the most interesting things about Catasys is the management, not only in terms of the 
quality of the team, but their financial support of the Company. CEO and Chairman Terren 
Peizer has personally invested over $22M into Catasys. This includes the last round of financing 
at $4.80 per share in which he invested directly, as well as converting debt and accrued salary, 
to the tune of more than $5 million dollars.  
 
Also investing in this round of financing was board director David Smith (through his holding 
company), who converted more than $1 million in debt into the deal. Between the two of them, 
Peizer and Smith control around 70% of the Company’s stock. They are committed to seeing it 
be successful, and have put their money where their mouth is.  
 
Terren S. Peizer: Founder, Chairman of the Board and Chief Executive Officer 
Mr. Peizer is an entrepreneur, investor, and financier with a particular interest in healthcare, 
having founded and successfully commercialized several healthcare companies. Mr. Peizer is 
the founder of Catasys, Inc., a leader in behavioral and mental health management services. 
He has also served as the Company’s Chairman of the Board of Directors and CEO since the 
Company’s inception in 2004. Mr. Peizer also is the Founder, Chairman and CEO of NeurMedix, 
Inc., a biotechnology company with a focus on inflammatory, neurological and neuro-
degenerative diseases. NeurMedix’s lead compound NE3107 has shown efficacy in 11 pre-
clinical and 6 human studies. These studies resulted in publications in peer-reviewed journals. 
Mr. Peizer is Chairman of Acuitas Group Holdings, LLC, his personal holding company that is 
the owner of all of his portfolio company interests, including Catasys, Inc. Through Acuitas, Mr. 
Peizer also owns Crede Capital Group, LLC, an industry leader in investing in micro and small 
capitalization equities, having invested over $1.2 billion directly into portfolio companies. Mr. 
Peizer has been the largest beneficial shareholder, and has held various senior executive 
positions with several other publicly-traded growth companies, including Chairman of 
internationally renowned Cray, Inc., the industry’s leading supercomputer company. Mr. 
Peizer has a background in venture capital, investing, mergers and acquisitions, corporate 
finance, and previously held senior executive positions with the investment banking firms 
Goldman Sachs, First Boston, and Drexel Burnham Lambert. He received his B.S.E. in finance 
from The Wharton School of Finance and Commerce. 
 
Richard A. Anderson: President and Chief Operating Officer 
Richard A. Anderson has more than fifteen years of experience in business development, 
strategic planning and financial management. He has served as a director of Catasys since July 
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2003 and an officer since April 2005. He was the Chief Financial Officer of Clearant, Inc. from 
November 1999 until March 2005, and served as a director from November 1999 to March 
2006. Mr. Anderson was previously a director and founding member of 
PriceWaterhouseCoopers LLP’s, Los Angeles office transaction support group, where he was 
involved in operational and financial due diligence, valuations and structuring for high 
technology companies. He received a B.A. in Business Economics from University of California, 
Santa Barbara. 
 
Christopher L. Shirley: Chief Financial Officer 
Christopher L. Shirley was appointed to the role of Chief Financial Officer in May of 2017. He 
has approximately 20 years of finance experience, including senior financial leadership roles at 
healthcare technology and big data companies. Prior to joining the Company, he was the CFO 
of GE Intelligent Platforms, a portfolio of industrial data analytic businesses where he led the 
Finance function and supported the business through a period of rapid expansion. Prior to his 
role at GE Intelligent Platforms, Christopher held multiple senior finance leadership roles at GE 
Healthcare IT’s Enterprise Imaging and Workforce Management software businesses. He 
received a Bachelor of Science in Finance from DePaul University in Chicago, IL. 
 
Omar Manejwala, M.D.: Senior Vice President and Chief Medical Officer 
Omar Manejwala, M.D., Senior VP and Chief Medical Officer, is responsible for overseeing 
Catasys clinical affairs and leads new product development efforts. Dr. Manejwala is a 
psychiatrist, a Distinguished Fellow of the American Psychiatric Association and a Fellow of the 
American Society of Addiction Medicine. He has extensive addiction experience and a passion 
for integrated treatment approaches. Previously, Dr. Manejwala served as Medical Director at 
Hazelden. Prior to Hazelden he was the associate medical director at the Farley Center and the 
executive chief resident in Psychiatry at Duke University Medical Center. He graduated from 
the University of Maryland School of Medicine and earned his MBA from the University of 
Virginia's Darden School. 
 
W. Gregory McLane: Chief Marketing and Strategy Officer 
Mr. McLane is responsible for the overall marketing and strategy efforts of the company, 
encompassing customer expansion, corporate strategy, marketing activities, market research, 
member outreach and account management. Prior to joining the company he led the 
marketing activities for Magellan Health Services and founded Optimized Benefits, Inc., a 
health benefits company that replaced the one-size-fits-all HMO, PPO and CDHP plans with 
“Life Stage” plans which address the different needs of employees at various stages of their 
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lives. He also led strategy development and product development for CIGNA and ran 
consumer products businesses for Procter & Gamble, Campbell Soup and Nabisco. Mr. McLane 
earned a Bachelor of Science degree from The Wharton School of the University of 
Pennsylvania with majors in accounting and decision science, and a Masters of Business 
Administration from Cornell University with concentrations in management and organizational 
behavior. 
 
Richard A. Berman: Director  
Richard A. Berman is the interim dean of the USF Patel College of Global Sustainability, visiting 
social entrepreneurship professor in the Muma College of Business, and a professor in the 
institute of innovation and discovery. As a recognized global leader, Mr. Berman has held 
positions in health care, education, politics and management. He has worked with several 
foreign governments, the United Nations, the U.S. Department of Health and Welfare, the 
FDA, and as a cabinet level official for the state of New York. He has also worked with 
McKinsey & Co, NYU Medical Center, Westchester Medical, Korn-Ferry International, Howe-
Lewis International and numerous startup companies. In 1995, Mr. Berman was selected by 
Manhattanville College to serve as its tenth President. Mr. Berman is credited with the 
turnaround of the College, where he served until 2009. Mr. Berman serves on the board of 
several organizations and is an elected member of the National Academy of Medicine of the 
National Academy of Sciences (Formerly known as the Institute of Medicine). Mr. Berman 
received his BBA, MBA, and MPH from the University of Michigan and holds honorary 
doctorates from Manhattanville College and New York Medical College. 

 
Richard J. Berman: Director  
Richard J. Berman was Chairman of National Investment Managers, a company with $12 billion 
pension administration assets from 2006-2011. Mr. Berman is a director of four public 
healthcare companies: Advaxis, Inc., Caladrius Biosciences, Inc. MetaStat Inc (Chairman) and 
Cryoport Inc. From 1998-2000, he was employed by Internet Commerce Corporation (now 
Easylink Services) as Chairman and CEO, and was a director from 1998-2012. Previously, Mr. 
Berman was Senior Vice President of Bankers Trust Company, where he started the M&A and 
Leveraged Buyout Departments; created the largest battery company in the world in the 
1980’s by merging Prestolite, General Battery and Exide and advised on over $4 billion of M&A 
transactions (completed over 300 deals). He is a past Director of the Stern School of Business 
of NYU where he obtained his BS and MBA. He also has US and foreign law degrees from 
Boston College and The Hague Academy of International Law, respectively. 
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Marc Cummins: Director  
Marc Cummins is a partner of Trispan LLP, a global multi-strategy asset manager. Previously, 
Mr. Cummins was the Founder and Managing Partner of Prime Capital, an investment firm 
focused on investing in public and private companies in the consumer sector. Prior to founding 
Prime, Mr. Cummins spent seven years as Managing Partner of Catterton Partners, the largest 
private equity firm in the U.S. focused exclusively on the consumer sector. Prior to Catterton, 
Mr. Cummins spent fourteen years at Donaldson, Lufkin & Jenrette (“DLJ”) as Managing 
Director of DLJ’s Consumer Products and Specialty Distribution Group. 
Mr. Cummins has acted as a principal investor and advisor to leading consumer related 
companies and has sat on the boards of numerous public and private businesses. 
Mr. Cummins received a B.A. in Economics, magna cum laude, from Middlebury College, 
where he was honored as a Middlebury College Scholar and is a member of Phi Beta Kappa. 
Mr. Cummins also received an M.B.A. in Finance with honors from The Wharton School at the 
University of Pennsylvania. 

 
Steve Gorlin: Director  
Mr. Gorlin, an entrepreneur who has founded numerous successful biotechnology and 
pharmaceutical companies over the last 40 years, including Medivation and Entremed. He 
currently serves as Executive Chairman to Conkwest, Inc. and served as Chairman of the Board 
of MiMedx, Inc., a wound care Company, from November 2006 to June 2013. Mr. Gorlin 
served many years on the Business Advisory Council to the Johns Hopkins School of Medicine 
as well as on the advisory board of the Johns Hopkins BioMedical Engineering Advisory Board. 

 
Valuation: 
Catasys has given out guidance for Cash Received, Amount Billed and GAAP Revenue for 
calendar years 2017 – 2019. We believe that, while there is certainly something to be learned 
from all three numbers, the GAAP Revenue figure is the best way to value this company. Their 
guidance for those three years in GAAP Revenue is $10M, $47M and $137M.  
 
Our model assumes that the Company gets $8,500 per enrollee per year and has expenses of 
$3,500…slightly higher than guidance on expenses. As such, when we look at 2019, we see the 
company having close to $69M in gross profit. Backing out SG&A expenses of approximately 
$15M per annum by 2019, and EBITDA could approach $54 million dollars.  
 
We believe that Catasys should be trading in 2019 at a minimum of 8X EBITDA. With 17.5M 
shares (including warrants we believe will be well in the money by then), this means that CATS 
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could be trading over $25 in calendar 2019. Using a 25% per annum discount rate and 1 1/2 
years’ discount, gives CATS a current price target of $16.20.  
 
It should also be noted that there exists the potential for significant upside within these 
estimates. For example, the following could drive earnings faster or higher than expected. 
 - More rapid adoption of enrollment than forecasted 
 - Increased coverage areas offered by customers 
 - Costs savings through economies of scale 
 - Additional indications (i.e. new products) added to the platform 
 
Obviously, these estimates are assuming that the Company can execute on their business plan. 
This assumption is not without risk, as Catasys has yet to consistently deliver results in a timely 
manner. This has often due to conditions beyond their control, however it is worth noting that 
the Company has historically missed guidance. With this in mind, it should also be noted that a 
forward multiple of 8X EBITDA is very conservative and, if CATS does hit their guidance, one 
could assume there would be significant upside in terms of multiple expansion. 
 
Despite the issues experienced heretofore in getting their product to market, at this time, we 
believe that Catasys is poised to execute on its model. The rollout of major healthcare plan 
customers has begun and is indeed accelerating right now. CATS has rolled out initial programs 
with several of the largest insurers and has more lined up to follow. The results generated by 
the OnTrak program are phenomenal for both the members and the plans themselves. In our 
opinion, now is the time to look at CATS.  
 
Disclaimer: 
This report has been prepared by Tailwinds Research LLC (“Tailwinds”) based upon publicly available 
information. Tailwinds has not independently verified such information, and in addition, Tailwinds has been 
compensated by the Company for advisory services for a one-year period. Statements in this report that are 
not historical facts are “forward-looking statements” that involve risks and uncertainties. Forward-looking 
statements can be identified by the use of words such as “opportunities,” “trends,” “potential,” “estimates,” 
“may,” “will,” “could,” “should,” “anticipates,” “expects” or comparable terminology or by discussions of 
strategy. Such statements involve known and unknown risks, uncertainties and other factors that may cause 
actual results, performance or achievements to be materially different from the results, performance or 
achievements expressed or implied by such forward-looking statements.  
 
Additional risks, uncertainties and other factors are identified under the captions “Risk Factors” and “Special 
Note Regarding Forward-Looking Statements” in the Company’s reports filed from time to time with the 
Securities and Exchange Commission, including its Annual Report for the current fiscal year. Tailwinds and the 
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Company disclaim any intention or obligation to update publicly or revise any forward-looking statements, 
whether as a result of new or additional information, future events or otherwise. The Company is solely 
responsible for the accuracy of that information. Information as to other companies has been prepared from 
publicly available information and has not been independently verified by the Company or Tailwinds. For more 
complete information about the Company, the reader is directed to the Company's website, 
www.catasys.com.   
 
This report is published solely for informational purposes and is not to be construed as an offer to sell or the 
solicitation of an offer to buy any security in any state. Past performance does not guarantee future 
performance. For more information on the Company, or to learn more about Tailwinds, including our 
complete disclaimers, please visit www.tailwindsresearch.com.  
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