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Update on COVID-19  
 

Although the number of new cases in the U.S. continues to rise, countries hit earlier by 
the virus are experiencing a decline. The charts below show the declining trend in 
China, Italy and Spain.   

 

 

 

Source: https://www.worldometers.info/coronavirus/ 
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The market consensus is that the economic impact of COVID-19 will last two to three 

quarters. The S&P 500’s Q2 earnings are expected to drop 10% YoY.  

 

 
 

Considering that China and other countries are experiencing a decline in the number of 

new cases, we speculate that rest of the world will be able to contain the virus in the 

coming months. We feel the economic impact of the virus will likely last two 

quarters.  

Weekly Mining Commentary 
 

Stock markets rallied last week after the U.S. government announced a $2.2 trillion 

stimulus package to combat COVID 19. The Canadian government has announced a 

total of US$145 billion in stimulus, including wage subsidies, credit lines and tax deferral 

plans. Both Canada and the U.S. had announced significant rate cuts in the prior week.  

Gold and silver had another strong week as prices increased 4.5% and 7.3%, 

respectively. We suspect the primary driver of gold and silver prices was a 4.1% decline 

in the US$ (see chart below), due to the expected increase in supply of the US$ from 

the massive stimulus package announced by the government.  

 

 

https://www.researchfrc.com/
https://www.researchfrc.com/


                                                                                                                                   Page 4 
 

 

 

©2020 Fundamental Research Corp. “16+ Years of Bringing Undiscovered Investment Opportunities to the Forefront” 

www.researchfrc.com 

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT 
 

  
Source: FRC / Various 

 

As shown above, base metals continued to suffer. The inventory levels of all three 
mainstream base metals remain significantly higher on a YoY basis.  
 

 
Source: FRC / Various 

 

Among base metals, we believe copper has the highest upside potential. 
Production has been suspended / disrupted at a number of mines around the world, 
implying there will be a shortage in supply when market conditions normalize, and 
consumption picks up. In a recent report by Wood Mackenzie, copper is currently 
trading below the 90th centile of the industry cost curve; see chart below. The report also 
suggested that 45 days of production disruption in Peru and Chile will result in a 5% 
decline in the global supply of copper.  
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Historic copper price and copper mine cost centiles, C1 plus sustaining capex (2020$) 

 
 

As a result of the rally in stock markets, gold and base metal producers experienced a 
significant jump in valuations in the past week.  
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Source: S&P Capital IQ / FRC 
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As shown below, we expect copper to be the best performer this year. We are 
maintaining all of our near-term and long-term commodity price forecasts.  
 

 
Source: FRC 

In the following section, we review companies that announced key developments in the 

past week.  

 

Mining / Exploration 
 

Company 

Name:  

Ticker 

Symbol 

Current Share 

Price:  

FRC Fair Value 

Estimate:  

Date of PR: 

Premier Gold 

Mines Limited 

TSX: PG $1.12  $2.99 Mar-30-2020 
 

PR Content 
Made an offer in co-operation with an 
undisclosed third party to acquire 
Centerra Gold’s (TSX: CG) 50% interest 
in the Greenstone gold project in Ontario 
for US$205 million.  
 

FRC Opinion 
Positive - We were pleased to see this offer 
as, in December 2019, Centerra had 
commenced a claim against Premier stating 
that a feasibility study completed on the 
project did not meet the agreed criteria. For 
its 50% interest, Centerra had paid Premier 
C$96 million, and spent over C$140 million 
on the project, with another C$42 million 
remaining in commitments. We feel this is a 
good offer for PG’s shareholders 
considering that our after-tax Net Present 
Value at 10% estimate on the project is 
US$217 million. Although CG will receive 
approximately 104% of their investment 
from this offer, we speculate that they might 
demand a larger premium.  
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Company 

Name:  

Ticker 

Symbol 

Current Share 

Price:  

FRC Fair Value 

Estimate:  

Date of PR: 

Guyana 

Goldstrike Inc. 

TSXV: GYA $0.025 N/A Mar-25-2020 
 

PR Content 
On March 21, 2020, GYA received a 
notice of termination on a purchase 
agreement related to its flagship Marudi 
gold project. The company had originally 
entered into a purchase agreement with 
the vendors (unrelated parties) in 2016, to 
acquire the project through a series of 
share and cash payments. Remaining 
payments by GYA total US$0.55 million 
cash. GYA’s negotiations with the 
vendors to extend these payment 
deadlines have been unsuccessful. 
Management is currently evaluating if 
there are options to enforce rights and/or 
recoup their investment in the project.  
 

FRC Opinion 
Negative - This is highly unfortunate as 
Marudi is GYA’s flagship asset. Our fair 
value estimate of $0.33 per share on GYA 
was primarily based on Marudi. We are 
retracting our fair value and rating on GYA’s 
shares until we have more clarity on 
whether management will be able to resolve 
this issue. Currently, GYA does not have 
cash to pay the vendors. At the end of 
October 2019, the company had a negative 
working capital of $1.2 million. In January 
2020, GYA had entered into a definitive gold 
forward purchase agreement for proceeds 
of up to US$9 million, with an initial payment 
of US$2 million on or before April 14, 2020. 
However, lack of any updates on this deal 
leads us to speculate that this deal might be 
pushed out or even cancelled.  
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Cannabis 
 

Company 

Name:  

Ticker 

Symbol 

Current Share 

Price:  

FRC Fair Value 

Estimate:  

Date of PR: 

AgraFlora 

Organics 

International 

Inc. 

CSE: AGRA $0.06 $0.38 March 27, 2020 

PR Content 

Announced that its subsidiary, 

Sustainable Growth Strategic Capital 

Corp. (“SGSC”), has received Health 

Canada approval to commence extraction 

at its licensed facility. 

FRC Opinion 

Positive – The facility of SGSC is designed 

to have a biomass extraction capacity of 

250,000 kg. Prior to approval, SGSC was 

conducting trial extractions through third 

parties. As a result, we now expect SGSC 

to move extraction in-house. SGSC is 

expected to increase the revenue 

generation potential of AgraFlora. We will 

revise our revenue forecast for AgraFlora 

once their financials come out (expected 

end of month April). 
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Company 

Name:  

Ticker 

Symbol 

Current Share 

Price:  

FRC Fair Value 

Estimate:  

Date of PR: 

The Yield 

Growth Corp. 

CSE: BOSS $0.15 $0.45 March 26, 2020 

PR Content 

Entered into a manufacturing agreement 

with Phytopharmaceuticals Corp. 

(“Phyto”) to produce the company’s 

mushroom coffee line. Phyto, according 

to the company, is a Good Manufacturing 

Practices (“GMP”) certified contract 

manufacturer and private labeler with 

more than 20 years of experience. The 

Ayuvedic mushroom coffee line is 

planned for launch in the summer of 

2020.  

FRC Opinion 

Positive – We are excited to see the 

company launch its new mushroom line. 

This represents a new segment of revenue 

for the company.  

According to Mordor Intelligence, the global 

market for functional mushrooms is 

expected to grow at a compound annual 

growth rate of 8% from 2019 to 2024, to 

reach a market size of US$34 billion. 

Although a high-growth market, much of the 

growth is to be driven by Asian countries 

and not North American countries.  

 
Weekly Cannabis Commentary 

 

Market Performance 

 

As a proxy for the performance of the cannabis market, we show the performances of: 

 

• Horizons Marijuana Life Sciences Index ETF (TSX: HMMJ / “HMMJ”), 
 

• Standard & Poor’s/MX International Cannabis Index (“MCAN”), 
 

• Standard & Poor’s/TSX Cannabis Index (“XCAN”). 
 

https://www.researchfrc.com/
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Source: FRC, Google 

 

Over the past week, the HMMJ, MCAN, and XCAN generated a return of 17%, 15%, 

and 17%, respectively. The performance of the cannabis market improved sharply 

week-over-week due to continued high demand for cannabis amidst the COVID-19 

outbreak. Additionally, sentiment of cannabis stocks improved over the past week due 

to numerous provinces in Canada classifying cannabis retailers as “essential 

operations”.    

 

Valuation of Select Canadian Licensed Producers 

 

The following shows the average Enterprise Value to Revenue (“EV/R”) multiple that 

select Canadian Licensed Producers (“LPs”) are trading at. The companies used are 

outlined further below.  
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Average EV/R (October 2019 – March 2020) 

 
Source: FRC, S&P Capital IQ  

 

 
Source: FRC, S&P Capital IQ 

 

The average EV/R, as of March 30, 2020, was 9.4x – a significant improvement 

from an average EV/R of 6.7x as of March 23, 2020. The average EV/R, from October 

7, 2019 to date, is 13.7x. As a number of companies are not EBITDA positive, we have 

refrained from tracking the average Enterprise Value to EBITDA (“EV/EBITDA”) 

multiple. 

 

This week, we discuss the proposition that the cannabis market may be “recession-

proof”.  

 

Is the Cannabis Market “Recession-Proof”? 

 

COVID-19 is currently inflicting severe damage to world economies, with many 

economists asserting that the United States (“U.S.”) is currently in a recession. An 

interesting question to ponder is how well cannabis companies are able to hold up 

during an economic downturn. To answer this question, we introduce alcohol.  

https://www.researchfrc.com/
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Alcohol and cannabis hold numerous similarities – both are psychoactive consumer 

products that are used to provide stress-relief and alter an individual’s state of mind. 

From numerous sources, cannabis has been argued as a safer alternative to 

alcohol (i.e. a substitute product). 

 

Quote from Business Insider 

 
Source: Business Insider 

 

As we have seen with the COVID-19 outbreak, alcohol and cannabis have been 

popular goods to stockpile. Given this pairing, looking into historical demand for 

alcohol during a recession may provide insight into how sales of cannabis may fare in 

the current environment. The following shows U.S. alcohol wholesale sales from 2006 

to 2012.  

 

 
Taken From: Marijuana Business Daily 

 

Noted above, liquor sales expanded during the Great Recession of 2008 but 

slightly declined in quarters thereafter – during a recession, it appears that 

consumers are budgeting for greater alcohol consumption. Given the similarities 

between alcohol and cannabis, and noting that cannabis may be a strong substitute for 

https://www.researchfrc.com/
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alcohol, we expect cannabis sales will witness a similar trend to alcohol sales during a 

recession: growth during a downturn following by slight declines in quarters thereafter. 

Resultingly, we believe that the cannabis market will be able to hold up significantly 

better than other markets such as restaurants, entertainment, airlines, etc. during 

an economic downturn.  

 

Canadian Retail Cannabis Pricing 

 

 

 
Source: Online Provincial Cannabis Stores, FRC 

 

Average retail price per gram decreased nominally from $11.58 to $11.56 – a 

week-over-week decline of 0.19%. Over the past week, Ontario and Nova Scotia 

witnessed the greatest decline in their average price per gram – 4.30% and 3.51%, 

respectively. This was slightly offset by Alberta, who witnessed a week-over-week 

increase in their average price per gram of 6.65%.  

 

Given the current COVID-19 outbreak, and the resulting increase in demand for 

cannabis, we were surprised to see pricing decreases in Ontario and Nova Scotia. We 

speculate that the pricing decreases in these provinces were done to encourage 

consumers to stay at home by providing them with cheaper cannabis to past the time.  

 

In the long term, we continue to reiterate our view that the retail price per gram of 

cannabis will decrease to combat the black market for cannabis. According to 

Statistics Canada, the average price of illegal cannabis in Q4-2019 was $5.73. The 

following shows the trend in pricing for illegal cannabis:  

https://www.researchfrc.com/
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Illegal Cannabis Pricing 

 
Source: FRC, Statistics Canada 

 

Canadian Retail Cannabis Stores 

 

As of March 30, 2020, there are 844 retail cannabis stores open throughout Canada. 

This is a 1.3% increase from a week ago.  

 

Number of Retail Cannabis Stores in Canada 

  
Source: Provincial Websites, FRC 

 

The following shows retail cannabis stores by province/territory: 
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Source: Provincial Websites, FRC 

 

Ontario witnessed the largest store count increase on a week-over-week basis. 

According to the Ontario government, they plan to open 20 retail cannabis stores per 

month starting April 2020. Given the number of stores opened in Ontario in the month of 

March, we believe it is entirely possible for Ontario to deliver on its promise to open 20 

retail stores per month starting April.  

 

Going forward, we expect the number of retail cannabis stores in Canada to continually 

grow. Ontario and Quebec remain the two largest underserved cannabis markets 

in terms of population to cannabis retail stores.  

 

The below chart shows Canadian retail dried cannabis flower pricing since we began 

price coverage.  
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 Source: FRC, Online Provincial Cannabis Stores 
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