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Initiating Coverage of AVCN with a Buy Rating and a 1 Yr Target of 

$10.00/sh 

We are initiating coverage on AVCN with a buy rating and a one year 

target price of $10,00/sh. We believe AVCN is uniquely positioned as a 

true pharmaceutical/biotech play in the cannabis sector. AVCN is 

focused on developing cannabinoids as medical and wellness products 

backed by high quality science and pharmaceutical level research and 

product development. In the long-term, management’s focus on 

science should differentiate its products from competitors. 

Investment Thesis Supported by Colombia Based Cultivation Alone 

Avicanna’s cultivation footprint in Colombia is expected to be 580,000 

sf by Q4 and 1,000,000 sf by the end of 2020. This capacity combined 

with AVCN’s extraction capability, which is being installed by year end, 

supports a share price of $5.40, a 36% premium to the current share 

price.  

Branded Products Add  85% upside to Cultivation 

We believe AVCN will establish unique and differentiated product 

branding through their focus on R&D and evidence based cannabinoid 

products. The company is currently initiating clinical trials that we 

expect to provide efficacy data that will allow it to make label claims 

on its OTC products which will help differentiate its products versus 

competitors in what we expect to be a highly competitive market.  

Low Cost Cultivation Expected to Be In High Demand 

We believe Colombian cultivation assets, especially those linked to 

pharmaceutical grade extraction and processing, will be in high 

demand as CBD and THC markets open globally and become 

commoditized. As a result, we believe AVCN could be an attractive 

acquisition target in the coming years. 

Attractive Valuation and Potential for Multiple Expansion 

Based on our forecast, AVCN is currently trading at an attractive 2.7x 

2020 EV/Revenue, which is a discount to Colombian peers 

Pharmacielo (7.2x) and Khiron (3.3x). We see significant room for 

multiple expansion over the coming year as AVCN begins reporting 

results and investors realize the company’s capabilities.  

Avicanna (AVCN:TSX) 
RECOMMENDATION: Buy  1 YR-TARGET PRICE: $10.00  RISK RATING: HIGH 

Pharma Focused, Low Cost Cultivation, Cannabis Play  
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SHARE DATA Santa Marta Golden Hemp (SMGH)

Price  (8/30/19) $3.70

Shares outstanding (basic) 19M

Shares outstanding (diluted) 23M

Market cap (basic) $70M

Market cap (diluted) $87M

Net debt (cash) 2019E -($7M)

Enterprise Value (diluted) $80M

Financials 2019E 2020E 2021E

Revenue ($M) $4M $30M $60M

Adj. EBITDA ($M) -$8M $6M $24M

EPS (FD) ($) ($0.48) $0.22 $0.95

Ratios 2019E 2020E 2021E

EV/Sales 21.6x 2.7x 1.3x

EV/EBITDA -9.8x 12.5x 3.3x

P/E -7.7x 17.1x 3.9x

Valuation 

Recommendation: Buy 

One Year Price Target: $10.00

Valuation: 10.0x 2021E 

EV/EBITDA

2 2021E EBITDA, discoiunted 1yr @10%
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Quick Summary  

Avicanna is a Canadian cannabis company focused on developing cannabinoids as medical and 

wellness products that combines a pharma/biotech research and product development process with 

low cost cultivation in Colombia. For R&D and product development, the company has established 

partnerships with top research institutes in Canada (UHN, Hospital for Sick Children), Colombia and 

the Caribbean. These centres will produce the clinical evidence for the company’s proprietary 

formulations in treating a number of different indications (neurological, dermatological and pain) with 

the goal of obtaining indication specific drug approvals from the FDA, Health Canada and other global 

regulatory agencies. Results from these studies will also be used to differentiate the company’s phyto-

therapeutics through label claims. The company’s Colombian operation, which we believe are best in 

class in Latin America, provide low cost cultivation, extraction and manufacturing operations at 

pharmaceutical quality. While Avicanna is still early in its development, we see it as a unique 

investment in the cannabis space, with the potential to drive strong returns for shareholders as the 

team executes on their plan. Importantly, we believe the infrastructure needed to meet our 

production and manufacturing outlook is either in place today or will be in place by early 2020. As a 

result, we view current levels as an attractive entry point for investors, and see the company as 

currently undervalued versus other cannabis companies. We are launching coverage with a buy rating 

and a 1 year price target of $10.00, which represents a 170% return to current levels.   

Investment Thesis  

Our investment thesis for AVCN is simple and is based on the following points:  

1. Current levels do not fairly value the significant low cost capacity that Avicanna has on hand 

in Colombia. We see the company’s Colombian cultivation and extraction assets as being 

worth $5.40 per share on their own, which represents a 36% premium to the current share 

price. This number only includes the company’s current developable footprint and extraction 

equipment which is on site, and does not incorporate the 1M+ sf of additional canopy or the 

large extraction facility in the Duty Free Zone, that Avicanna plans to develop. As the company 

expands production and delivers results we see shares re-rating higher to reflect this value 

and the expansion potential.  

2. Branded product sales could add an additional 85% of upside to the cultivation value with 

prescription drug development providing further upside. We believe that AVCN will be able 

to establish unique and differentiated product branding through their focus on R&D and 

evidence based cannabinoid products. Over the long term (LT) this should allow AVCN to set 

their products apart in what we see as a saturated OTC market through efficacy data and label 

claims. In addition, should any of AVCN’s pipeline drug candidates obtain regulatory approval, 

there would be material upside to our forecast. 

3. Low cost cultivation to be in high demand over time. As the global export market for CBD and 

THC open up, and sales of flower and extract become more commoditized, we see Colombian 

cultivation as having a significant advantage to North America. AVCN believes that they can 

get fully loaded cost per gram under $0.10 versus current Canadian LPs that are targeting < 

$1.00 per gram as a goal. Over time, we see increased attention from N.A. markets to secure 

this low cost supply which could make AVCN an attractive acquisition target.  

Financial Summary  

Our current forecasts are based on the following:   

 In the near term (NT), we see revenue being driven by cultivation and extraction for 

wholesale. Avicanna expects to have ~580,000 sf of canopy in place by September, which we 

see growing to ~1,000,000 sf by 2021. We expect all of this biomass to be extracted for sale in 
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the wholesale market and use in Avicanna’s products. We expect this increase in production 

to drive revenue of ~$3.7M in 2019 before growing to $29.5M in 2020 and $60.5M in 2021. 

We note that this estimate does not include the additional >1,000,000 sf of canopy that is 

available to the company which would require the material scale up of extraction capacity.   

 Low cost cultivation, extraction and manufacturing to drive strong EBITDA margins. With the 

cost of cultivation potentially sub $0.1/g, and all in extraction costs in the $700/kg for crude 

and $1,000/kg for isolate, we see AVCN being able to drive EBITDA margins >40% in the LT.  

Figure 1: AVCN Financial Outlook 

 

Source: Company Reports; SCP Research Estimates   

A Differentiated Story in the Cannabis Space   

Overall, we see Avicanna as a unique investment in the Cannabis sector, as we view the company 

more as a pharmaceutical company and expect its R&D focused strategy to drive strong returns for 

shareholders overtime. The differentiated part of AVCN’s story comes from its focus on an evidence 

based approach to cannabis derived products. The company has partnerships in place with top 

research institutes (UofT, Hospital for Sick Children ectetc.), and is one of two cannabis touching 

companies to be accepted into the well-known healthcare incubator, JLabs, run by Johnson and 

Johnson. Over the coming years we expect Avicanna to leverage these partnerships to produce proof 

of concept and efficacy data for its proprietary formulations in treating a broad spectrum of 

indications (ex. dermatological, pain, neurology). Successful results and potential regulatory approvals 

from these studies would allow the company to sell its products through the prescription medical 

channel, and provide AVCN with the data to differentiate its consumer facing products through label 

claims. As the market for CBD and THC continues to mature, and becomes saturated with products, 

we believe that the ability to make label claims will become an increasingly important part to 

marketing and building a successful brand.  

Figure 2: A Broad Spectrum of Products and Brands 

 

Source: Company Reports   
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In addition, AVCN has substantial low cost cultivation and extraction capacity to support its 

products which could allow the company to offer high quality products at attractive prices without 

compressing margins. We expect AVCN to have >1,000,000 sf of canopy in Colombia by 2020, along 

with a GMP quality extraction lab. While there are certainly a handful of companies with South 

American footprints, we see Avicanna’s operations as a cut above competitors. On their own, we 

believe that Avicanna’s cultivation and extraction assets are worth ~$5.40 per share based on a 10x 

EV/EBITDA multiple. This implies that an investment at today’s levels, gives the potential for 36% 

return, without factoring in  value from AVCN’s own products or the potential expansion of cultivation 

capacity that the company plans to bring online. We see the company’s consumer products adding an 

additional $4.60/sh worth of value over time and note that we ascribe no value today for AVCN’s 

pipeline of drugs that will require regulatory approval. Based on our forecast, Avicanna trades at a 

deep discount to Phamacielo, and a small discount to Khiron, two of its Colombian comparables. 

However, given that we have not factored in the full benefit of AVCN’s additional capacity, which we 

believe could add more than $40M+ to our 2021E sales estimate nor the value of drug candidates, we 

see the company as being deeply undervalued versus both other Colombian companies.   

Figure 3: Trading at a Discount to Peers 

  

Source: SCP Research; Factset 

 

Figure 4: Accretive Valuation Chart 

 

Source: SCP Research 
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A Deeper Look at the Colombian Footprint  

Cultivation  

Avicanna currently has two cultivation facilities operating near Santa Marta, Colombia: Santa Marta 

Golden Hemp (60% ownership) and Sativa Nativa (63% ownership). The current footprint of these 

two assets is ~220,000 sf and 70,000 sf, however the company expects the combined canopy to 

increase to over 580,000 sf by the end of September. Both properties employ shade houses in which 

the vast majority of the cannabis is grown although both properties also have more traditional glass 

greenhouses being built that will be used for maintaining mother plants, breeding new genetics, and 

flowering plants specifically for making drug products/API. We see additional growth in 2020 and 

expect the company to have over 1,000,000 sf of canopy available for cultivation by 2021. With the 

increase, we expect the annual production capacity to expand from its current rate of 15,000 kg/yr 

to over 50,000 kg/yr by 2021. In addition, AVCN has access to a substantial network of local farmers, 

who can be used to add incremental low cost supply if needed by contracting with them to grow 

cannabis using AVCN’s genetics and SOPs. We view Santa Marta as an ideal location to grow 

cannabis, due to the year round 12 hours of sunlight per day, the fertile soil, and the optimal 

humidity levels which differentiate Santa Marta from other Colombian regions. This should allow the 

company to grow cannabis and hemp year round at scale and at costs potentially under $0.10/g. This 

represents a significant advantage to North American outdoor cultivation, which may compete on 

cost but likely only get 1 or 2 crops per year. As the market for mid to low end flower becomes more 

commoditized we see low cost production such as Avicanna’s gaining increased attention from both 

LPs and investors.  

 
 

 
Figure 5: AVCN’s Cultivation Facilities 

 

Source: SCP Research 

 
 
 

Santa Marta Golden Hemp (SMGH) Valuation
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Figure 6: AVCN’s Cultivation Facilities 

 

Source: SCP ResearcH 

Extraction Assets to Be Certified to Provide Access to International Markets      

All of AVCN’s cultivation will be extracted as the sale of flower is not legal in Colombia. Initially we 

expect the majority of the extracted products to be sold in the wholesale market. However, over 

time and as the company launches its own product lines and expands its medical study program, we 

see an increasing amount of the extract going to supply the company’s value added products (oils, 

tinctures, sprays and topicals). Currently, AVCN has a monthly capacity to produce up to 6,000 kg of 

crude oil from its ethanol extraction operations and ~400-500kg of CBD isolate. The company is 

currently working through the EUGMP certification process for these operations, and management 

expects to gain the certification later this fall. With that approval AVCN will open up European and 

other potential markets for its products. We see Europe as a key market for the company. With a 

population of more than 740 million people, Europe could potentially become the world’s largest 

market for legal cannabis over the next five to ten years. Estimates for the potential size of this 

market are as high as £123B by 2028. We see AVCN having a key advantage in this market given its 

focus on pharmaceutical quality and substantially lower cost of production. As a results, Avicanna 

will be able to sell its products at a significant discount to existing products in Europe. An example of 

this is Avicanna’s oil droplets. The company expects to sell its product at a MSRP of ~$60/unit, while 

Canadian LPs currently sell their versions at over $400/unit. We believe that this cost advantage will 

allow AVCN to win market share over higher priced competitors.  

Leveraging R&D Partnerships   

While Avicanna is currently being thought of as a cannabis company, management’s clear focus is on 

the medical space through the development of evidence based cannabinoid products. To achieve this, 

the team has entered into extensive R&D partnerships (figure 7) which they plan to leverage to 

produce clinical data over the coming years. The company expects to focus these studies around 6 

therapeutic areas: dermatology, pain, neurology, oncology, gastrointestinal and psychiatry.  

 

Sativa Nativa (SN)
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Figure 7: Partnerships with Globally Recognized Research Institutes 

 

Source: Company Reports 

Initially, Avicanna will start its clinical program in three areas: Dermatology, Neurology, and Pain 

(figure 8). The company will test its formulation in clinical studies such that it can leverage data from 

these studies to make label claims on its cosmetic and OTC products, which we believe will be an 

essential differentiating feature versus competitors. Additionally, the initial clinical study data will be 

used as a baseline to begin advancing the topical drug candidates through the clinical trial process, 

with the goal of eventually achieving regulatory approval as   prescription drugs. Currently, Avicanna is 

in the process of setting up pre-clinical and phase I studies for its target indications. To gain regulatory 

approval to sell through the pharmaceutical chanel, the company will have to expand these studies 

into Phase II and Phase III which generally require larger sample populations, more advanced study 

techniques and longer trial timelines. We highlight each of the initial focus indications in more detail 

below:  

Figure 8: AVCN’s Current Pipeline 

 

Source: Company Reports   

Dermatology   

Avicanna expects to initiate phase I studies for its dermatology formulations in the second half of the 

year. These will focus on three indications, Acne, Eczema and Epidermolysis Bullosa. We highlight the 

current scientific evidence and the potential market sizes of these indications below.  

 Acne – Acne is a skin condition that occurs when excess oil, dirt and dead skin cells clog pores. 

This leads to the build-up of bacteria p.Acnes in the pores causing whiteheads, blackheads and 

pimples. Current treatments for Acne typically target four areas – reductions in inflammation, 

hormonal manipulation, killing bacteria and normalizing skin cell shedding/sebum production. 

The current market size for these treatments is estimated to be ~$4.7B, but is expected to 

grow to >$5.9B by 2025. It is believed that Cannabidiol potentially exerts an influence on both 

skin cell differentiation and inflammation, and may therefore be a possible therapeutic agent 

for the treatment of Acne. However, further clinical studies in humans are needed and AVCN 

is expected to begin initial phase I studies in the fall to provide proof of efficacy data.  

 Eczema – Eczema or dermatitis is the name given to a group of diseases which includes atopic 

dermatitis, allergic contact dermatitis, irritant contact dermatitis, and stasis dermatitis. These 

diseases are generally characterized by inflammation, redness and irritation of the skin. There 

is currently no cure for eczema, but there are various treatments available for those suffering 
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from the disease. Treatments include, change in lifestyle, OTC remedies, prescription topical, 

oral and injectable medications, phototherapy and biologic drugs. The current market size for 

these treatments is ~$6.4B and is expected to grow to $18.3B by 2027. Due to its potential 

anti-inflammatory, antimicrobial and anti-itch properties, it is thought that cannabinoids may 

have applications in treating Eczema. That said, as with Acne, further data in humans is 

needed to prove both proof of concept and efficacy. AVCN plans to begin a phase I study to 

generate this data in the fall.  

 Epidermolysis Bullosa (EB) – EB refers to a group of genetic disorders that results in easy 

blistering of the skin and mucous membranes. These blisters often occur with only minor 

trauma or friction and can cause a large degree of discomfort and pain for the individual. 

There is no cure to EB, with current treatments focused on pain management, avoiding skin 

damage, improving quality of life, and reducing the risk of complications. Cannabinoids may 

have application on the pain management side for treating EB. While data is anecdotal, topical 

treatment of EB with cannabinoids has been shown to reduce pain and inflammation in at 

least three adult cases. Avicanna expects to begin a phase I study to treat EB in the fall of this 

year. 

Neurology 

Initially, AVCN will focus its neurology studies on neuropathic pain, with the company expected to 

begin a phase I study with Universidad de Antioquia in the fourth quarter of 2019. Neuropathy is pain 

caused by damage of the somatosensory nervous system. It is typically characterized by a 

shooting/burning pain and tingling/numbness. There is a long list of common causes of neuropathy 

which includes alcoholism, amputation, chemotherapy, diabetes, HIV and multiple sclerosis. 

Conventional treatments for neuropathic pain include anticonvulsants, antidepressants and anti-

inflammatories, however these treatments are not effective for every patient and adverse effects 

from these medications can prove problematic. Cannabinoids have been shown to be somewhat 

effective in treating neuropathy in several small studies, however, further data with larger sample 

sizes is needed.  

Pain  

Lastly, Avicanna is in the process of setting up animal studies for chronic pain which they expect to 

initiate in late 2019. Following proof of concept, the company plans to set up a phase I trial in humans. 

Chronic pain is described as pain that persist over a long period of time (generally 6 months or longer) 

and typically results from long-standing (chronic) medical conditions or damage to the body. The 

market for potential treatment of chronic pain is large, with ~6 million Canadians and over 25 million 

Americans affected by the condition.  
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Broad Range of Differentiated Products for Consumer Markets 

Aside from selling extract in the wholesale market, Avicanna is the process of launching its own line 

of manufactured products. These products can be grouped into three main categories: 

pharmaceutical, phyto-therapeutics and derma-cosmetics. The pharmaceutical products will require 

prescriptions and will be distributed through   pharmacies. This is likely to be a longer road to 

revenue, and will take additional studies (phase II and III) beyond the phase I proof of concept 

studies being undertaken by the company, along with the regulatory approval from the respective 

jurisdictions (Canada, U.S. Colombia tetc.). As a result, we see phyto-therapeutics and derma-

cosmetics as a more immediate revenue driver for the company, with AVCN already in the process of 

filling its first order on the derma-cosmetics side for distribution in Colombia. The company’s two 

product lines will be branded, Rho Therapeutics and Pura Earth, and will target OTC therapeutics and 

derma-cosmetics respectively. Avicanna has completed the tech transfer to its contract 

manufacturer, Altea, which has now run   pilot scale production. We highlight a more broad 

description of the two product lines below along with our expectations: 

 Pura-Earth (Derma-cosmetics): Avicanna’s Pura Earth line is specifically for cosmetic 

purposes, is topical in nature and is designed to achieve a specific aesthetic objective. The 

product will contain CBD isolates and will be formulated to maintain and improve the health 

and beauty of the individual’s skin. AVCN will focus the product on high-end customers, and 

will differentiate its product through its clinical research. The company recently commenced 

a clinical trial with CAIMED in order to demonstrate   effectiveness with specific cosmetic 

endpoints. 

 Rho Therapetuics (Phyto-therapeutics): AVCN’s phyto-therapeutic products consist of 

cannabis plant extracts designed for medical or homeopathic use. With cannabis being 

legalized for medical purposes in several countries this has allowed for the production and 

distribution of certain phyto-therapeutic products such as oil tinctures, creams, capsules 

and patches. In these jurisdictions  individuals must get approval for medical use from 

healthcare professionals. This approval is not a prescription in a traditional sense but rather 

a healthcare professional granting authorization for a patient to use the product. Avicanna 

plans to market its products to healthcare professionals   in jurisdictions such as Colombia, 

Europe and Other Latin American countries.  

AVCN expects to ship its first industrial batch shortly for its cosmetic products, and will be 

launching 9 skus into 75 retailers in Colombia later this year. We see sales from these lines ramping 

from ~$1M in 2019 to $9.2M in 2020, as the company expands production and distribution to 

additional jurisdictions (Europe, North America etc.).  
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Figure 9: Product Mock Up - Pura Earth   

 

Source: Company Websites, Note: Pictures above represent product mock ups. 

Top Teir Manufacturing Partner  

AVCN plans to produce its Pura Earth and Rho Therapeutics products through its contract 

manufacturer Altea. Altea has solid experience in manufacturing both medical products and 

supplements and is currently under contract with ~9 large pharmaceutical clients. Its facility was 

originally owned by Merck but was transferred to Altea approximately seven years ago. Altea is able to 

manufacture a broad range of product forms at scale including solids, semi-solids and liquids and is 

certified by INVIMA and Health Canada. Overall, given the quality and experience of Altea, we see 

Avicanna’s partnership with the company as a key advantage over competitors.  

Financial Forecast – Production and Product Sales to Drive NT and LT Growth  

Production to drive material growth in revenue in the near term. Avicanna expects to complete 

construction of ~580,000 sf of canopy in September, which we believe will be expanded to over 

1,000,000 sf by the end of 2020. This additional capacity will take the annual production capacity from 

15,000 kg to over 52,000 kg in 2021. We expect all of this flower to go into extraction for wholesale as 

crude oil or isolate, and for input into the company’s product lines. We see the production capacity 

along with the launch of product lines driving sales from $3.7M in 2019 to $60.5M in 2021. We 

highlight the assumptions backing this growth below.  

 Cultivation and extraction for wholesale to be driver of financial growth in the near term. 

With product sales not expected to see a material ramp until later in 2020, we expect the 

majority of the company’s revenue in 2019 and 2020 to be derived from extracted product   

going into the wholesale market. Europe and other South American countries will be the key 

markets for this supply; however, additional Jurisdictions such as Japan will also be targets for 

Avicanna if they open up to imports. We see the company’s cultivation and extraction assets 

driving revenues of ~$3.1M in 2019, before growing to $20.4M in 2020 and $34.5M in 2021.  

 Over time, product sales will become a more substantial part of the revenue mix. As 

Avicanna launches its phyto-therapeutic and derma-cosmetic, we see the revenue mix for the 

company changing over time. This will be driven by the diversion of extract product available 

for wholesale for input into the company’s product lines. As demand for these products 

increase we see the revenue mix for the company changing, and becoming increasingly more 

weighted towards consumer products. We see these lines growing from an initial revenue 

base of $0.6M in 2019, to $9.2M in 2020 and $20.6M 2021.   Note that we do not include any 
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prescription drug revenues in our model at this time as the timing of potential regulatory 

approvals is highly uncertain. That said, if a prescription drug obtains approval it would likely 

materially improve our outlook.  

Low cultivation, extraction and manufacturing costs to drive solid EBITDA Margins. One of the key 

differentiators of   Avicanna is its low production costs. With cost per grams as low as $0.05/g, and all 

in extraction costs potentially as low as $700/kg for crude and $1,000/kg for isolate, we see the 

company being able to deliver gross margins in the high 70% range and EBITDA margins in the 49% 

range by 2021 (figure 10).  

 

 

Figure 10: Low Cost Production to Drive Strong EBITDA Growth 

 

Source: Company Reports; SCP Research Estimates   
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Valuation – Strong Upside Potential for Patient Investors  

Similar to the other companies under our coverage, we have chosen to remain prudent in our 

valuation approach   and have chosen to apply a low teen multiple to our fully built out 2021E capacity 

for Avicanna. This valuation methodology is driven by our assumption that over time, successful 

cannabis companies will rerate and trade at similar multiples to alcohol companies (10x to 15x 

forward EBITDA). We note that of the two other Colombian listed cannabis companies, only 

Pharmacielo has positive EBITDA estimates for 2020E, and trades at ~18.0x consensus numbers.  

In our current forecast  Avicanna reaches full run production capacity in 2021 (existing infrastructure 

only), contributing to adjusted EBITDA of $24.3M, net of minority interest in Santa Marta Golden 

Hemp and Sativa Nativa.. Applying a range of EV/EBITDA multiples to this value, we arrive at an 

implied one year value range   between $8.00 and $12.00. For our target price we have chosen to base 

our valuation on the mid-point of this range at 10.0x 2021E EBITDA. At this multiple, we achieve a one 

year target for AVCN shares of $10.00 per share, which represents a significant one year return of 

~170% to current levels (figure 11). Given this potential upside, along with the company’s strong 

intrinsic value, we are initiating coverage on the common shares of AVCN with a buy rating.     

Figure 11: Valuing AVCN Under Our Current Forecast 

 

Source: SCP Research Estimates   

  

2021 EBITDA ($000) 24,273

EBITDA Multiple 8.0x 9.0x 10.0x 11.0x 12.0x

Implies Enterprise Value ($000) 194,182 218,455 242,728 267,001 291,273

Less: Net Debt and Cash (6,618)               (6,618)               (6,618)               (6,618)               (6,618)               

Equity Value 200,800 225,073 249,346 273,619 297,892

FD Shares Outstanding 24,858              24,858              24,858              24,858              24,858              

Implied Equity Value/Sh 2020 $8.08 $9.05 $10.03 $11.01 $11.98
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Appendix 1 –Forecast Assumptions, Management Overview, Risks and Financial Model  

Assumptions:  

To generate our financial forecasts for AVCN we have assumed the following:  

 The cultivation footprint will expand from an expected area of 580,000 sf in September to 

1,000,000 sf in 2021. The company will produce ~3.5 harvests per year at a yield of ~15 g/sf.  

 95% of the company’s cultivation will be CBD based with 5% being THC. All product will go into 

extraction.  

 All THC extract will be crude oil and will be sold into the wholesale market at C$5,000 per KG.  

 75% of the company’s CBD based product will be isolate form with 25% being crude oil.  

 Isolate will go into the company’s product formulations, with remaining product being sold 

into the wholesale market at a price of C$9,100 per kg. 

 CBD crude oil will be sold at wholesale at C$3,000 per kg. 

 Gross margins for the extraction and cultivation business will be ~88%. This is based on cost 

per gram as low as $0.05/g, crude oil costs of ~$700 per kg and isolate costs of ~$1,000 per kg. 

 Avicanna will pay our ~35% of the extraction and cultivation EBITDA to minority shareholders 

in the asset, which is reflected in our consolidated adjusted EBITDA and our valuation. 

 Product sales can be split into Pura Earth (derma-cosmetics) and Rho Therapeutics (phyto-

therapeutics).  

 Pura Earth sales will grow from an expected volume of 15,000 units in 2019 to 400,000 units in 

2021. Average price per unit will be $40 with gross margins of ~55%. 

 Rho Therapeutics will begin sales in 2020, with unit sales growing from a volume of 100,000 

units in 2020 to 250,000 units in 2021. Average price per unit will be $40 with gross margins of 

~80%.  

 Corporate SG&A costs will be ~50% of sales in 2020, before declining to 25% for the remainder 

of our forecast.  

 R&D expenses will be ~4% of sales on a go forward basis.  

 The corporate tax rate will be ~11%.  

 Capital expenditures will be ~C$5M in 2019, growing to C$9M in 2020, before declining to a go 

forward levels of C$2M for 2021.  

 Avicanna issues ~2M share in 2020 at $5.00 per share.  
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Management Overview  

Aras Azadian – Chief Executive Officer & Chairman of the Board 

Mr. Azadian is the founder of Avicanna and serves as the company’s Chairman and CEO. Aras brings a 

wealth of experience to AVCN which includes senior management positions in both the biotechnology 

and financial sectors. He has also been involved in several successful start-up companies. In addition 

to these roles, Mr. Azadian has held positions as the president of an investment corporation in the 

cannabis space and was a former COO of an oncology company. Mr. Azadian holds a Bachelor of 

Economics degree, and an International Masters in Management degree.  

Davender Sohi – Chief Financial Officer  

Mr. Sohi brings a strong financial and accounting experience to AVCN, where he serves as the 

company’s CFO. Mr. Sohi’s began his career at RSM Ritcher where he held roles in audit and tax, M&A 

and valuation services. Following his time with RSM Ritcher, Mr. Sohi joined Ernst & Young LLP, where 

he was a part of the company’s transaction advisory practice. Mr. Sohi holds a CPA and a CBV 

designation and has Bachelor of Commerce degree.  

Kyle Langstaff – Vice President, Operations 

Mr. Langstaff serves as the VP of Operations of AVCN, the President of Canadian based cannabis 

company, My Cannabis, and the President of Vehicle Appraisals on Demand. He brings strong 

experience within the cannabis industry to AVCN, first beginning his career in the space in 2012, when 

he acquired a Medical Marijuana Access regulations license. He later founded My Cannabis, a 

company focused on providing qualified medical patients with knowledge and access to cannabis and 

cannabinoid based products.  

  

Arash Moghani – Chief Technical Officer  

Mr. Moghani serves at the Chief Technical Officer of AVCN. Prior to joining AVCN, Mr. Moghani held 

roles at Deloitte as a consultant where he was involved in strategy and business transformation for 

banking, technology and healthcare, and at BMO where he was a part of the Capital Markets FC 

Technology group. He holds an Undergraduate degree in Digital Enterprise Management and a 

Masters of Business Administration.  

Lucas Nosiglia – Chief Agricultural Officer  

Mr. Nosiglia serves as the Chief Agricultural Officer for Avicanna, and is also the President of Avicanna 

LATAM, an affiliate of the company. Prior to joining AVCN, Mr. Nosiglia’s was involved in developing 

several start-up companies in Argentina. This included the development of a restaurant called La 

Causa Nikkei SA, and the marketing and event agency Tremending. He also has experience in the 

medical space where he served as a consultant for Sanatorios Geumes. Mr. Nosiglia holds an 

undergraduate degree in accounting and a Masters in Finance degree.  

Dr. Amza Ali – Chief Medical Officer  

Dr. Ali serves as the company’s Chief Medical Officer. He brings a wealth of clinical experience to the 
company and  is a trained in neurology in both the United Kingdom and   the U.S. He has received 
international recognition for his work in the Caribbean related to advancing the care of patients with 
epilepsy. Mr. Ali is a fellow of the American Epilepsy Society and the President of the Caribean 
Epilepsy Society. He also holds a Masters in Business Administration.   
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Risks 

Management execution risk – Our forecast is dependent on management executing on its business 

plans including the completion of cultivation and extraction facilities and the sale of the company’s 

branded products into international markets. If management is not successful at selling either its 

wholesale extracts or branded products into international markets, or if cultivation and extraction 

operations underperform our expectations are forecasts would be negatively impacted.  

Market risk – We have made a number of assumptions related to the international market for CBD 

and THC extract and consumer based products. These include the assumptions that AVCN will be able 

to sell all of its extracted product into wholesale market and that they will be able to ship and sell their 

Pura Earth and Rho Therapeutic products internationally. If the company cannot export its products 

internationally or if demand is insufficient to meet the company’s supply, our estimates could be 

negatively impacted. 

Commercial/brand risk – AVCN is building a line of consumer facing derma-cosmetic and phyto-

therapeutic products. If the company cannot differentiate its products from competitors, or cannot 

consistently produce its product at scale, our estimates could be negatively impacted.  

Regulatory risk – AVCN operates in a highly regulated industry. If the company is unable to 

consistently comply with existing regulations or if regulations change in such a way that the company 

is no longer compliant, our outlook could be materially impaired.    
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Financial Model  

Income Statement  

Source: SCP Research Estimates   

  

Income Statement (C$000) 2018 2019 2020 2021 2022

Total revenue    118                 3,716          29,574         60,470         65,444           

COGS of    -                      694              5,913           13,335         15,331           

Gross margin    118                 3,022          23,662         47,135         50,113           

%     81% 80% 78% 77%

Depreication & amortization 173                 915              1,212           1,470            1,544             

SG&A 8,391              14,000        14,787         15,117         16,361           

R&D -                      1,115           1,479           2,419            2,618             

Marketing -                      -                   -                    -                    -                      

Operating Costs 8,564              16,030        17,478         19,006         20,523           

EBIT (8,446) (13,008) 6,184 28,129 29,590

EBITDA     (8,273) (12,093) 7,396 29,599 31,134

EBITDA Margin -325% 25% 49% 48%

Adjusted EBITDA - AVCN Share (8,135) 6,411 24,273 26,251

Other items    1,157              -                   -                    -                    -                      

EBT (7,289) (13,008) 6,184 28,129 29,590

Taxes     -                      (1,340) 638 2,897 3,048

Net Income (loss)  (7,289)            (11,668)       5,546           25,232         26,542           

Net loss attributable to non-controlling interest  (190)                (350)             166               757               796                 

Net Losss attributable to shareholders (7,099)            (11,318)       5,380           24,475         25,746           
1                     

EPS:

Basic ($0.52) ($0.60) $0.23 $1.02 $1.07

Diluted ($0.36) ($0.48) $0.22 $0.95 $1.00

Weighted # of Shares Outstanding 

Basic 13,588           18,821        22,994         23,994         23,994           

Diluted 19,873 23,445 24,858 25,858 25,858
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Balance Sheet   

 
Source: SCP Research Estimates   

 

  

Balance Sheet (C$000) 2018 2019 2020 2021 2022

Assets

Cash 69                   73                6,633           28,460         53,301           

Marketable securities -                      -                   -                    -                    -                      

Accounts receivable    259                 557              2,366           4,233            4,581             

Inventory     -                      347              1,774           2,000            2,300             

Prepaid assets    864                 1,115           1,479           3,023            3,272             

Total current     1,192              2,092           12,251         37,717         63,454           

Intangible assets    10,733           10,733        10,733         10,733         10,733           

Interest in equity accounted investee -                      -                   -                    -                    -                      

Due from related parties -                      -                   -                    -                    -                      

Investment 0                     0                  0                   0                   0                     

Property and equipment 16,256           20,341        28,129         30,660         31,115           

Total non-current 26,989           31,075        38,863         41,393         41,849           

Total Assets    28,181           33,166        51,114         79,110         105,302         

Liabilities 

Accounts payable 1,456              604              3,549           7,070            7,517             

Shareholder advance 331                 331              331               331               331                 

Advance subscription -                      -                   -                    -                    -                      

Term loan 14                   14                14                 14                 14                   

Total liabilities 1,801              950              3,895           7,416            7,863             

Equity

Share capital    21,492           38,647 48,270 48,270 48,270

Retained earnings (deficit)   4,888              (6,430)         (1,051)          23,424         49,170           

Total Equity 26,380           32,216        47,219         71,694         97,440           
     

Total Liabilities and Equity  28,181           33,166        51,114         79,110         105,302         



     

Sprott Capital Partners Equity Research 

18 
 

Cash Flow Statement  

 
Source: SCP Research Estimates   

Cash Flow Statement (C$000) 2018 2019 2020 2021 2022

Operating Activities 

Net Income (7,099)            (11,318)       5,380           24,475         25,746           

Depreciation 173                 915              1,212           1,470            1,544             

Other non-cash items (2,227)            -                   -                    -                    -                      

CF from operations before NCWC (9,153)            (10,403)       6,591           25,945         27,290           

Changes in accounts recievable (183)                (299)             (1,809)          (1,867)          (348)               

Changes in inventory -                      (347)             (1,427)          (226)              (299)               

Changes in pre-paid assets (818)                (251)             (364)             (1,545)          (249)               

Changes in accounts payable and accrued liabilities 1,980              (851)             2,945           3,521            447                 

Cash flow from operations (8,175)            (12,151)       5,937           25,828         26,841           

Investing Activities  

Investment in PP&E (3,868)            (5,000)         (9,000)          (4,000)          (2,000)            

Investment in intangible assets (51)                  -                   -                    -                    -                      

Other 62                   -                   -                    -                    -                      

Cash flow from investing activities (3,856)            (5,000)         (9,000)          (4,000)          (2,000)            

Financing Activities 

Funds received from shareholder advance 331                 -                   -                    -                    -                      

Funds received from term loan 14                   -                   -                    -                    -                      

Change in funds due from related parties 75                   -                   -                    -                    -                      

Proceeds from issuance of special warrants 4,179              -                   -                    -                    -                      

Proceeds from exercise of warrants 618                 -                   -                    -                    -                      

Proceeds from exercise of options 45                   -                   -                    -                    -                      

Cash obtained for advance subscription of equity offering -                      -                   -                    -                    -                      

Proceeds from issuance of common shares and units 5,661              17,155        9,623           -                    -                      

Cash flow from financing activities 10,924           17,155        9,623           -                    -                      

Cash, beginning of period 1,177              69                73                 6,633           28,460           

Increase (decrease) in cash (1,107)            3                  6,560           21,828         24,841           

Cash, end of period 69                   73                6,633           28,460         53,301           
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Disclosures & Disclaimers  
 

This research report (as defined in IIROC Rule 3400) is issued and approved for distribution in Canada by Sprott Capital 
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(“IIROC”) and the Canadian Investor Protection Fund (“CIPF”). The general partner of SCP is Sprott Capital Partners GP Inc. 

and SCP is a wholly-owned subsidiary of Sprott Inc., which is a publicly listed company on the Toronto Stock Exchange under 

the symbol “SII”. Sprott Asset Management LP (“SAM”), a registered investment manager to the Sprott Funds and is an affiliate 

of SCP.  

This research report is provided to retail clients and institutional investors for information purposes only. The opinions 

expressed in this report are the opinions of the author and readers should not assume they reflect the opinions or 

recommendations of SCP’s research department. The information in this report is drawn from sources believed to be reliable 

but the accuracy or completeness of the information is not guaranteed, nor in providing it does SCP and/or affiliated companies 

or persons assume any responsibility or liability whatsoever. This report is not to be construed as an offer to sell or a solicitation 

of an offer to buy any securities. SCP accepts no liability whatsoever for any loss arising from any use or reliance on this 

research report or the information contained herein.  

Past performance is not a guarantee of future results, and no representation or warranty, expressed or implied, is made 

regarding future performance of any security mentioned in this research report. The price of the securities mentioned in this 

research report and the income they generate may fluctuate and/or be adversely affected by market factors or exchange rates, 
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securities discussed in this research report may not be liquid investments, may have a high level of volatility or may be subject 

to additional and special risks associated with securities and investments in emerging markets and/or foreign countries that 

may give rise to substantial risk and are not suitable for all investors.  
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options, futures or other derivatives instruments thereon, and may, as a principal or agent, buy or sell such products.  

Dissemination of Research:  
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Research Analyst Certification:  
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 The views and recommendations expressed herein accurately reflect his/her personal views about any and all of the 
securities or issuers that are the subject matter of this research report; 
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other third party except for the sole purpose of verifying factual information; and  

 They are unaware of any other potential conflicts of interest.   
 

UK Residents:  
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Financial Conduct Authority. This document has been approved under section 21(1) of the FMSA 2000 by PillarFour Securities 
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Should SCP issue research with recommendations, the research rating guidelines will be based on the following 
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analyst to another to give the new analyst time to reconfirm the rating, target price or forecast.  
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