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Cannabis 

 
Company Name:  Ticker Symbol Current Share 

Price:  

FRC Fair Value 

Estimate:  

Date of PR: 

SugarBud Craft 

Growers Corp. 

TSXV: SUGR $0.06 $0.28 November 15, 

2019 

PR Content 

Announced a non-brokered private placement 

(for $0.93 million), non-dilutive capital 

equipment financing (for $0.40 million) and 

rights offering (for up to $5.20 million).    

FRC Opinion 

Positive – Despite poor cannabis market 

sentiment, the company is progressing well in 

funding the build-out of its Stavely Facility. The 

company estimates that upon completion of their 

near-term capital expansion plan, they will have 

a production capacity of 4,150 kg – 5,837 kg per 

annum. In regard to the non-brokered private 

placement, readers should note that directors, 

officers and other insiders of Sugarbud are 

participating in the financing.  

 

Mining / Exploration 

 

Company Name:  Ticker Symbol Current Share 

Price:  

FRC Fair Value 

Estimate:  

Date of PR: 

Aton Resources 

Inc. 

TSXV: AAN $0.025 $0.16 November-12-

2019 

PR Content 

Submitted application for an exploitation 

lease at Hamama. 

 

 

FRC Opinion 

Positive - Hamama, located at the western end 

of Aton’s Abu Marawat concession in Egypt, 

has a 341 Koz inferred, and 137 Koz indicated, 

gold equivalent resource. Drilling in the past two 

years at another prospect (Rodruin), we believe, 

will result in a maiden resource estimate. We 

expect a potential resource of 0.66 Moz (at an 

average grade of 1.25 gpt), if only 15% of the 

entire area is mineralized. We continue to expect 

the country to announce major positive mining 

reforms, including scrapping of the existing 

production sharing agreement (PSA) - a key 

reason why Egypt has had very little foreign 

investment in the exploration and development 

of gold resources. 
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Company Name:  Ticker Symbol Current Share 

Price:  

FRC Fair Value 

Estimate:  

Date of PR: 

White Rock 

Minerals Ltd. 

ASX: WRM A$0.005 A$0.06 November-17-

2019 

PR Content 

Closed a $1 million financing at A$0.05 per 

share.  

 

 

FRC Opinion 

Positive – The financing should enable the 

company to work on the Mt. Carrington gold 

and silver project in New South Wales, 

Australia, which has an existing resource 

estimate of 341,000 oz gold, and 23.25 Moz 

silver, and a completed prefeasibility study. 

Note that partner, Sandfire Resources NL (ASX: 

SFR), is funding exploration at the Red 

Mountain polymetallic VMS project in central 

Alaska, which has an inferred resource of 16.7 

Mt at 8.9% ZnEq, including a high-grade portion 

of 9.1 Mt at 12.9% ZnEq.  

 
Company Name:  Ticker Symbol Current Share 

Price:  

FRC Fair Value 

Estimate:  

Date of PR: 

Laurion Mineral 

Exploration Inc. 

TSXV: LME $0.19 $0.33 November-12-

2019 

PR Content 

Results from a channel sampling on another 

recently discovered vein system at the 

Ishkoday project in Ontario showed 3.28m @ 

1.46 g/t gold, 4.16 g/t silver, and 3.09% zinc, 

and 0.33m @ 7.15 g/t gold, 170 g/t silver, and 

11.25% zinc.  
 

 

FRC Opinion 

Positive – Although too early to speculate, we 

believe the results announced to date from the 

ongoing sampling program indicate potential for 

a large polymetallic mineralizing system. These 

studies, which are part of a three-stage / 18-

month exploration program, are expected to 

provide the company with information to initiate 

diamond drilling across a 5 km by 1 km target at 

Ishkoday. Management expects drilling to 

commence later this year or early 2020. 

 
Update on Coverage: 

 

• Terminating coverage on Mexican Gold (TSXV: MEX) upon completing a term of coverage. 

Our rating and fair value estimates are no longer valid.  
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Weekly Cannabis Commentary 
 

 

Continuing from last week, we show the performance of the Horizons Marijuana Life Sciences 

Index ETF (TSX: HMMJ / “HMMJ”) below as a proxy for sentiment of the cannabis market.  

 

Horizons Marijuana Life Sciences Index ETF 

 
Source: Google 

 

HMMJ posted a week-over-week return of -21.04%. Year-to-date (“YTD”), HMMJ has lost 

43.23% in value. Currently, HMMJ is trading at its 52-week low of $8.42. Last week, a number 

of large Canadian licensed producers (“LPs”) reported financial results. Below, we briefly touch 

on key points of each company’s earnings results. Upon discussing each company’s earnings 

results, we provide commentary at the end. 

 

Canopy Growth Corp. 

Canopy Growth Corp. (TSX: WEED / “Canopy”) reported an average selling price per gram of 

$7.50 – a quarter-over-quarter (“QoQ”) decrease of 0.79%. Historical average selling price per 

gram is illustrated below.  

 

Canopy Average Net Selling Price per Gram 

Period FQ2-2019 FQ3-2019 FQ4-2019 FQ1-2020 FQ2-2020 

Avg. Net Selling 

Price per Gram 
$9.87 $7.33 $7.49 $7.56 $7.50 

Source: Canopy MD&A 

 

Canopy reported net revenue of $76.61 million for FQ2-2020, a year-over-year (“YoY”) 

improvement of 228.43% (from $23.33 million) and a QoQ deterioration of 15.33% (from 
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$90.48 million). The plunge in net revenue QoQ was a result of a $32.73 million charge from 

returned products related to oil and soft-gel products. In an interview with the Financial Post 

(“FP”), Canopy’s CEO Mark Zekulin called on the Ontario government to immediately 

commit to opening more retail stores across the province and cited that the industry is 

facing inventory pile-up, declining revenues, weak sales and falling prices. 

 

Aurora Cannabis Inc. 

Aurora Cannabis Inc. (“TSX: ACB / “Aurora”) reported an average net selling price per gram for 

consumer cannabis of $5.28 – a QoQ improvement of 2.72%. Although the average net selling 

price per gram of consumer cannabis increased, the average net selling price per gram of 

wholesale bulk cannabis, and the average net selling price per gram of medical cannabis 

decreased QoQ by 4.16% and 5.99%, respectively. Historical average net selling price per gram 

is illustrated below. 

 

Aurora Average Net Selling Price per Gram 

 
Source: Aurora MD&A, FRC 

 

Aurora Average Net Selling Price per Gram (Medical Cannabis) 

Period FQ1-2019 FQ2-2019 FQ3-2019 FQ4-2019 FQ1-2020 

Avg. Net Selling 

Price per Gram 
$9.28 $8.14 $8.51 $8.51 $8.00 

Source: Aurora MD&A 

 

 

 

3

4

5

6

7

8

9

10

FQ1-2019 FQ2-2019 FQ3-2019 FQ4-2019 FQ1-2020

Medical Cannabis Consumer Cannabis Wholesale Bulk Cannabis

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


                                                                                                                                   Page 6 
 

 

 

©2019 Fundamental Research Corp. “15+ Years of Bringing Undiscovered Investment Opportunities to the Forefront” 

www.researchfrc.com 

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT 

Aurora Average Net Selling Price per Gram (Consumer Cannabis) 

Period FQ1-2019 FQ2-2019 FQ3-2019 FQ4-2019 FQ1-2020 

Avg. Net Selling 

Price per Gram 
$6.58 $5.67 $5.48 $5.14 $5.28 

Source: Aurora MD&A 

 

Aurora Average Net Selling Price per Gram (Wholesale Bulk Cannabis) 

Period FQ1-2019 FQ2-2019 FQ3-2019 FQ4-2019 FQ1-2020 

Avg. Net Selling 

Price per Gram 
N/A N/A $3.52 $3.61 $3.46 

Source: Aurora MD&A 

 

Aurora reported net revenue of $75.25 million for FQ1-2020, a YoY improvement of 153.57% 

(from $29.67 million) and a QoQ deterioration of 23.95% (from $98.94 million). The plunge in 

net revenue QoQ was attributed to a sharp decline in consumer cannabis revenue. Aurora stated 

the following: “Canadian consumer cannabis revenue of $30.0 million, a decline of 33% 

sequentially as provincial ordering slowed considerably during the summer as distributors 

worked through inventories and as the industry was impacted by the slow pace of retail store 

licensing”.  

 

In addition, Aurora halted construction of its Aurora Nordic 2 facility in Denmark and its Aurora 

Sun facility in Alberta. Given that Aurora is scaling back its cultivation footprint, we believe this 

provides a key indication that the Canadian cannabis market is currently flooded with too much 

cannabis inventory and impacted by provincial retail bottlenecks.  

 

The Supreme Cannabis Company Inc. 

The Supreme Cannabis Company Inc. (“TSX: FIRE” / “Supreme”) reported net revenue of 

$11.43 million for FQ1-2020, a YoY improvement of 122.43% (from $5.14 million) and a QoQ 

deterioration of 39.84% (from $19.01 million). Although average net selling price per gram was 

undisclosed, Supreme stated the following: “The quarter-over-quarter decrease in net revenue is 

predominately attributable to the combination of a rapid deterioration of pricing and demand in 

the wholesale market and the previously announced 7ACRES mechanical failure in grow rooms 

1, 2 and 3, which was …” 

 

Summary 

From the earnings reports of Canopy, Aurora and Supreme, it is clear that the cannabis market 

in Canada is facing a massive oversupply of cannabis and also pricing pressure for the sale 

of cannabis. Reiterating our views from our previous Analyst Ideas of the Week (“AIW”), we 

believe that catalysts for Canadian LPs going forward will be the following: 

https://www.researchfrc.com/
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1. The expedited opening of more retail cannabis stores across Canada (more specifically – 

Ontario).  

 

2. Canadian LPs shifting from being a cannabis producer to a cannabis products producer. 

 

3. Targeting cannabis markets outside of Canada (such as the hemp-derived CBD market in 

the United States and also European cannabis markets).  

 

Readers should note that despite pricing pressure faced by Canadian LPs, the retail side has not 

suffered pricing pressure to such a great extent. From our price coverage on the average retail 

selling price per gram of cannabis in Canada, the price of cannabis per gram is currently at 

$11.93 – 6.60% below its 52-week high of $12.77. Since we began tracking the price of 

cannabis per gram, the average price nationwide has remained relatively flat (the average 

price per gram of cannabis on October 17, 2018 was $11.89).  

 

 
 

This leads us to believe that cannabis retailers are witnessing margin expansion at the 

expense of cannabis producers. Additionally, we believe that this signals that the lack of sales 

channels for cannabis have contributed immensely to the cannabis market conditions we are 

seeing today. The retail sales price of cannabis has remained relatively flat since legalization 

despite the pricing pressure faced by Canadian LPs. As such, this would indicate that demand 

for cannabis by consumers is likely still strong and that a lack of sales channels, resulting in 

significant inventory build-up, have eroded the margins of Canadian LPs. To verify our belief 

that demand for cannabis remain strong, the following shows cannabis use for Q3-2019 by 

province.  
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Source: Statistics Canada 

 

The percentage of cannabis use for Q3-2019 was 17.1% - an increase from the Q2-2019 figure of 

16.1%. The following table shows the percentage of cannabis use by quarter: 

 

Nationwide Cannabis Use (%) 

 
Jan. – Mar. Apr. – June July – Sept. Oct. – Dec. Jan. – Mar. Apr. – June July – Sept. 

Q1-2018 Q2-2018 Q3-2018 Q4-2018 Q1-2019 Q2-2019 Q3-2019 

14.0% 15.6% 15.2% 15.4% 17.5% 16.1% 17.1% 

Source: Statistics Canada 

 

As Canada recently legalized cannabis edibles and alternative cannabis products, we expect 

cannabis demand to further increase going into Q4-2019. To reiterate, we believe the lack of 
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sales channels for cannabis has resulted in high inventory build-up. In addition, we believe 

that retailers are able to expand their margins and maintain their retail sales price due to 

the continual high demand for cannabis by Canadians. 

 

Performance of Select Canadian LPs 

The following shows the performance of select Canadian LPs on a 1-month, 6-months and year-

to-date (“YTD”) basis.  

 

Performance of Select Canadian LPs 

Company Name 
1 Month 

Performance 

6 Months 

Performance 
YTD Performance 

Aphria Inc. -19.94% -45.20% -38.40% 

Aurora Cannabis Inc. -37.08% -73.92% -57.26% 

Canopy Growth 

Corp. 
-29.28% -68.85% -52.16% 

Cronos Group Inc. -26.67% -61.07% -47.21% 

Tilray Inc. -11.27% -54.93% -71.74% 

HEXO Corp. -40.67% -77.02% -58.59% 

CannTrust Holdings 

Inc. 
-40.11% -86.55% -85.03% 

Organigram Holdings 

Inc. 
-41.97% -74.26% -52.20% 

The Supreme 

Cannabis Co., Inc. 
-27.91% -67.02% -58.39% 

Average 

Performance 
-30.54% -67.65% -57.89% 

Source: Google, FRC 

 

Valuation of Select Canadian LPs 

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

companies are currently trading at. The companies used in the chart below are outlined further 

below.  
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Average EV/R of Canadian LPs 

 
Note: Vertical axis refers to the EV/R, Source: FRC 

 

Valuation Multiples of Select Canadian LPs 

 
Source: S&P Capital IQ, FRC 

 

The average TEV/Revenue, as of November 18, 2019, was 11.72x – a decrease from an average 

TEV/Revenue of 18.11x on November 12, 2019. As a number of companies are not EBITDA 

positive, we have refrained from taking the average TEV/EBITDA. Due to poor earnings 

reports by large Canadian LPs, the average EV/R multiple has decreased significantly on a 

week-over-week basis. 

 

In the following, we provide commentary on Canadian cannabis pricing.  

 

The following summarizes provincial cannabis pricing across Canada as of November 18, 2019: 
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Source: Online Provincial Cannabis Store, FRC 

 

Average price per gram decreased nominally from $11.98 to $11.93 – a 0.41% week-over-week 

decrease. Cannabis pricing across provinces remained relatively stable, with the largest cannabis 

price per gram increase witnessed in Manitoba (of 1.04%) and the largest cannabis price per 

gram decrease witnessed in Yukon (of -1.97%). Of the provinces/territories above, there were 

two notable news headlines: 

 

New Brunswick moves to Privatize Cannabis New Brunswick (“NB”) 

On November 14, 2019, the government of New Brunswick announced that it is prepared to 

privatize the Crown corporation that was created to handle recreational cannabis. In an 

article published by Global News, it was cited that the province’s provincial cannabis 

corporation has incurred significant losses and that the best option was to privatize the Crown 

corporation that was created to handle recreational cannabis. Finance Minister Ernie Steeves 

stated that “I’m convinced Health Canada did not want it to succeed. Health Canada has come 

out with rules like you can’t smile in pictures on our website, because that might encourage 

people to take part in this activity”. We believe that a shift to privatize cannabis operations in 

New Brunswick is a strong move to combat the illicit market for cannabis in New Brunswick as 

it fosters greater competition between private retailers. Given this understanding, we expect 

cannabis pricing in New Brunswick to decline over the long-term.  
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Letter Addressed to the Trudeau Government 

On cannabis news that is not province/territory specific, the Cannabis Council of Canada 

(“CCC”) released a letter addressed to the Trudeau government. Readers should note that the 

CCC represents major Canadian LPs such as Canopy, Aurora, Tilray, Hexo Corp and Aphria. 

The letter included the following recommendations related to cannabis: 

 

1. Actively Crackdown on the Black Market – The CCC recommends the federal 

government to work with provincial and territorial bodies to ensure the eradication of the 

black market. The CCC has asked the government to “prioritize the closure and removal 

of both illegal brick and mortar stores, and actively seek out and shut down illegal online 

cannabis dispensaries”.  

 

2. Reconsider the Tax on Cannabis – The CCC recommends the federal government to 

remove the excise tax on medical cannabis and to reconsider the tax on cannabis on the 

recreational cannabis side. In the letter, it stated that the current regime “presents serious 

barriers to access for patients and renders medical cannabis products unaffordable for 

lower-income Canadians” and that “the federal government should look at whether the 

excise regime on adult-use cannabis … is acting as a hinderance to the competitiveness 

of the legal market”. 

 

3. Address Licensing Delays – The CCC recommends a review of Health Canada’s service 

standards as it relates to the licensing approval process to help remedy the backlog for 

licenses. The letter stated that “the review should highlight key areas for improvement 

and tangible actions that could be taken to mitigate service delays and other issues”.  

 

We believe the letter addressed to the Trudeau government outlines some key problems 

that the Canadian cannabis market is facing: (1) a lingering black market for cannabis, 

(2) long wait times for the approval of relevant licenses and (3) an excise tax that 

reduces the competitiveness of the legal market for cannabis. Although it is unclear 

whether this letter will result in any changes in the current Canadian cannabis market, we are 

pleased to see the CCC clearly lay out issues that are adversely impacting Canadian LPs. 

The below chart shows average price per gram nationwide since we began price coverage: 
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Source: FRC, Online Provincial Cannabis Store 
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