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Market Data (as of November 29, 2019) 

Current Price $0.25 

Fair Value $0.45 

Rating* BUY 

Risk* 4 

52 Week Range $0.18 - $0.81 

Shares O/S 103,456,019 

Market Cap $25.86 million 

Current Yield N/A 

P/E (forward) N/A 

P/B 5.55x 

YoY Return 10.87% 

YoY CSE -44.10% 
 

*see back of report for rating and risk definitions. 

*$ denotes C$ unless otherwise specified. 

 

 
 

Highlights 
➢ The Yield Growth Corp. (“Yield Growth”, “Company”) announced their Q3-

FY2019 financial results and provided an update on its product lines.   

➢ With the recent legalization of cannabis edibles and alternative cannabis products 

in Canada, the company entered into a Letter of Intent (“LOI”) with Apothecary 

Botanicals for the launch of a new product line called Jack n Jane. With annual 

market demand data taken from Deloitte, we estimate the potential 

addressable market for Jack n Jane is $404 million. 

➢ The company announced that its Wright & Well product line is expected to have a 

United States (“U.S.”) commercial launch by Q1-FY2020. According to 

Brightfield Group, hemp-derived CBD products in the U.S. could generate 

sales of up to US$23.7 billion by 2023. 

➢ In an attempt to enter into the edible mushrooms market, the company established 
Flourish Mushroom Labs. Subsequently, on November 2019, the company entered 

into a distribution agreement with Eurolife Brands (CSE: EURO) for its edible 

mushroom products. Commercialization of said products are expected to start in 
the first half of 2020. 

➢ The company reported Q3-FY2019 revenue of $1.90 million – a 61% quarter-
over-quarter (“QoQ”) increase and a 355% year-over-year (“YoY”) increase. We 

are revising our revenue forecast for FY2019 to $5.28 million (previously $5.16 

million) and are revising our revenue forecast for FY2020 to $7.37 million 
(previously $6.24 million). 

➢ The company reported Q3-FY2019 earnings of -$1.87 million (EPS: -$0.02) 

versus Q2-FY2019 earnings of -$4.15 million (EPS: -$0.05) and Q3-FY2018 
earnings of -$3.74 million (EPS: -$0.05). Our revised earnings forecast for 

FY2019 and FY2020 are -$12.59 million (EPS: -$0.12) and -$9.77 million (EPS: -

$0.07), respectively. Previously, our earnings forecast for FY2019 and FY2020 
were -$12.80 million (EPS: -$0.13) and -$6.13 million (EPS: -$0.05). 

➢ As the company is still in its ramp-up phase, we anticipate that the company will 

need to raise additional capital shortly.  
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Since our last update report on the Yield Growth, the company outlined significant 

developments across its product lines. The graphic below illustrates key product line 

developments. 

 

Company Product Lines Update 

 
Source: Company 

 

Jack n Jane  

Capitalizing on Canada’s second wave of cannabis legalization, the company signed a LOI 

in October 2019 with Apothecary Botanicals (“AB”), the subsidiary of Geyser Brands Inc. 

(TSXV: GYSR), for the launch of Yield Growth’s new line of cannabis-infused products – 

Jack n Jane (“J&J”). These cannabis-infused products include tinctures, topicals and 

capsules. AB will manufacture and distribute J&J products, while Yield Growth will supply 

the non-cannabis ingredients, packaging and design for the products. The expected product 

line launch date is December 31, 2019 (fiscal Q1-2020). Additional information was not 

provided.  

 

We believe that the launch of the company’s new Jack n Jane line is expected to contribute 

meaningful product sales for the company – Deloitte estimated the market demand for 

cannabis edibles and alternative cannabis products in Canada to be $2.7 billion. The 

following chart segments the $2.7 billion market by types of cannabis products.  
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Cannabis Edibles and Alternative Cannabis Products Market in Canada 

 
Source: AgraFlora Organics International Inc. (CSE: AGRA) 

 

Given the chart above, we believe that the addressable market for Yield Growth is 

$404 million (which comprises tinctures, capsules and topicals). With that said, readers 

should note that visibility regarding the availability of cannabis edibles and alternative 

cannabis products to consumers (i.e. the amount of supply) is uncertain. We urge readers to 

view the addressable market for Yield Growth with scepticism until more information 

regarding how these products are to be rolled out into retail stores is disclosed in the coming 

weeks.  

 

Wright & Well  

The company announced that marijuana products in its Wright & Well (W&W) line are to 

be bulk made and shipped to its Oregon partner (Nova Paths LLC) for infusion with 

cannabis. Through the company’s licensing agreement with Nova Paths LLC, such products 

are to be sold in over 400 cannabis retail stores. Hemp-derived CBD products in its W&W 

line are to be manufactured in California through an undisclosed third-party manufacturer 

and distributed (undisclosed distributor) across the U.S. We believe Production for W&W 

products are completed and that the expected market launch date is to be by Q1-

FY2020. In addition, a W&W marijuana products website (www.wrightandwellPlus.com) 

is expected to commercially launch later this year. Similar to our opinion on J&J, we 

believe W&W is expected to contribute meaningful product sales for the company.  

 

According to New Frontier Data (“NFD”), the state of Oregon is expected to spend 

US$1.04 billion annually on cannabis products in 2020. NFD segmented cannabis spending 

as follows: 

 

New Frontier Data Cannabis Product Sales in 2020 

Recreational Medical 

US$856 million US$187 million 
Source: New Frontier Data 

 

In the U.S., the 2018 Farm Bill paved way for the legalization of hemp-derived CBD 

products. Brightfield Group estimated that hemp-derived CBD products in the U.S. 

could generate sales of up to US$23.7 billion by 2023. This compares to a forecast of 
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US$5.7 billion for 2019 – a 706% increase over 2018. The growth from 2019 to 2023 

implies an enormous compound annual growth rate (“CAGR”) of approximately 43%. 

 

U.S. Hemp-Derived CBD Market Size and Projections 

 
Source: Brightfield Group 

 

We believe the rich valuation of the CBD market in the U.S. is attributed to health 

claims made regarding CBD products. According to the New York Times (“NYT”), 

CBD is wildly popular in the U.S. due to claims that it helps with a variety of ailments such 

as headaches, diabetes, menstrual cramps, and anxiety. CNET reported that CBD products 

are being marketed as a “cure-all”, with manufacturers claiming that it can do everything 

from relieving anxiety to stopping the spread of cancer. Although we believe the claims 

seem outright outlandish, they are not entirely unwarranted. It was indicated that early 

experiments with CBD have suggested that it may help fight anxiety, reduce pain, and ease 

schizophrenia symptoms. On the other end of the spectrum, on November 25, 2019, the 

U.S. Food & Drug Administration (“FDA”) updated its stance on CBD, stating that 

the cannabis derivative may have the potential to harm users. Given that there is 

currently little scientific evidence supporting the safety of CBD, we urge readers to view the 

rich valuation of the CBD market in the U.S. with scepticism.   

 

Urban Juve 

The company has secured an exclusive distribution agreement with Organic Medical 

Growth OMG3 Inc. (“OMG3”) and Peak Performance Products Inc. (“PPP”) for its Urban 

Juve (“UJ”) products. These distribution agreements will allow UJ products to be 

distributed in Latin American countries and in more than 3,500 brick-and-mortar and online 

retailers in Canada. Additionally, the company is expected to deliver approximately $0.25 

million UJ products to an undisclosed U.S. company and Melorganics Hellas for Q4-

FY2019.  

 

We are very pleased to see that the company’s product lines are progressing as 

expected. In addition to the product lines update, the company is planning to establish a 

new product line, which we discuss below.  
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Flourish Mushroom Labs 

Yield Growth established Flourish Mushroom Labs, a wholly owned subsidiary, to create 

edible mushroom products. In October 2019, the company completed the acquisition of a 

catalogue of edible mushroom formulas through the issuance of 120,000 common shares of 

the company at a deemed value of $0.25 per share. Commercialization of edible 

mushroom products are expected to start in the first half of 2020. On November 8, 

2019, the company entered into a definitive agreement with Eurolife Brands for the 

exclusive distribution of edible mushroom products. Eurolife Brands will retain one-year 

exclusive distribution rights in Germany, the United Kingdom (“U.K.”) and Switzerland 

(with a term extension option).  

 

Given that this subsidiary is newly established, with expected product sales price and 

logistics not definitive, we are currently refraining from modelling this product line until 

more visibility is provided.  

 

According to a report by Research and Markets, the edible mushroom market is 

expected to grow from a global market size of US$42 billion in 2018, to US$62 billion 

by 2023 – an implied compound annual growth rate (“CAGR”) of 7.95%.  

 

Global Edible Mushroom Market 

 
Source: FRC 

 

The company also announced the desire to complete a go-public transaction for 

Flourish Mushroom Labs (go-public date currently not definitive). On November 4, 

2019, the company entered into a definitive agreement to license 126 of its formulas to 

Flourish Mushroom Labs for a purchase price of $3 million. The purchase price is to 

comprise of $1.80 million in shares of Flourish Mushroom Labs and $1.20 million in cash 

over the next 24 months. If Flourish Mushroom Labs is able to successfully list on a 

Canadian stock exchange in the next 12 months, up to $400,000 in cash will be deducted 
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from the purchase price.  

 

Apart from updates regarding the company’s product lines, the company bolstered its 

marketing efforts by entering into a definitive agreement with Green Space 

Worldwide (a marketing agency) to market Urban Juve products across digital 

mediums and appointing Karla Cheon as Vice President, Marketing of Yield Growth. 

Karla Cheon holds a strong track record as a marketer and has been an instrumental part of 

Aritzia’s marketing initiatives since January 2005. 

 

Having outlined notable company developments, we dive into financials.  

 

The company reported Q3-FY2019 revenue of $1.90 million – a 61% QoQ increase and a 

355% YoY increase. The improvement in revenue QoQ and YoY were primarily attributed 

to strong growth in licensing revenue. With that said, licensing revenue were primarily non-

cash.  

 

 Q3-2018 Q2-2019 Q3-2019 

Consulting $342,677 $71,133 $177,378 

Licensing and Product $73,973 $1,105,496 $1,718,373 

Total Revenue $416,650 $1,176,629 $1,895,751 
Source: Company, FRC 

 

For the nine months (9M) of FY2019, the company reported revenue of $3.87 million – a 

YoY increase of 60%. 

 

 2018 (9M) 2019 (9M) 

Consulting $541,606 $957,750 

Licensing and Product $1,873,973 $2,915,129 

Total Revenue $2,415,579 $3,872,879 
Source: Company, FRC 

 

We provide a brief discussion on revenue segments: 
 

• Consulting Revenue: Consulting revenues were $0.18 million for Q3-FY2019 – a 

149% QoQ increase but a 48% YoY decrease. For the 9M of FY2019, the company 

generated consulting revenue of $0.96 million – a 77% YoY increase. The increase 

in consulting revenue for the 9M of FY2019 were a result of services provided to an 

undisclosed related party of the company. Readers should note that consulting 

revenue generated fiscal year to date are from related party transactions.  

 

• Licensing and Product Revenue: Licensing and product revenue were $1.72 

million for Q3-FY2019 – a 55% QoQ increase and a 2,223% YoY increase. In 

discussions with management, $1.69 million relate to licensing revenue while 

$24,355 relate to product revenue. Readers should note that licensing revenue 
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generated for Q3-FY2019 were primarily non-cash. Compared to our estimates 

for licensing and product revenue for Q2-FY2019, licensing revenue increased 57% 

QoQ and 2,190% YoY. Product revenue increased 13% QoQ. A YoY comparison 

for product revenue is not meaningful as the company only started generating 

product sales in Q1-FY2019. As such, product sales remain exceedingly weak. 

 

We provide a brief discussion on our revenue revisions: 

 

• Consulting Revenue: Given our understanding that consulting is not a key revenue 

focus for the company, we are revising our FY2019 consulting revenue forecast 

slightly downwards to $1.30 million (previously $1.56 million). Additionally, we 

are revising our FY2020 consulting revenue forecast downwards to $1.94 million 

(previously $2.91 million).  

 

• Licensing Revenue: Forecasting licensing revenue is challenging, as we cannot 

accurately predict when (or if) the company will enter into additional licensing 

agreements. Although we have not noted any material licensing agreements 

subsequent to Q3-FY2019, given the strong development across its product lines, we 

believe it is plausible for additional licensing agreements to materialize. We are 

revising both our FY2019 and FY2020 licensing revenue forecasts upwards to $3.36 

million (previously $2.86 million) and $2.49 million (previously $0.39 million), 

respectively.  

 

• Product Revenue: Product revenue has fallen well below our expectation for the 

9M of FY2019. Given that the company is expected to deliver UJ products valued at 

$0.25 million in Q4-FY2019, we are hopeful that product revenue will pick up. We 

are revising our FY2019 product revenue to $0.61 million (previously $0.74 million) 

and leaving our FY2020 product revenue forecast unchanged.  

 

Our revised revenue forecasts for FY2019 and FY2020 are shown below. We are revising 

both our FY2019 and FY2020 revenue forecasts upwards to $5.28 million and $7.37 

million, from $5.16 million and $6.24 million, respectively.  
 

 FY2019E FY2020E 

Consulting $1,300,620 $1,938,587 

Licensing $3,364,382 $2,489,643 

Product Sales $613,020 $2,942,497 

Total Revenue $5,278,022 $7,370,726 

Source: FRC 

 

Selling, general and administrative (“SG&A”) expenses for Q3-FY2019 were $3.21 million 

– a 4.04% QoQ decrease and a 117% YoY increase. The slight QoQ decrease in SG&A 

expenses were primarily attributed to lower advertising, marketing and media expenses. We 

believe our SG&A expense forecast for FY2019 of $13.48 million is reasonable and have 

maintained this figure. Given that the company is launching additional product lines, we 
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have revised our FY2020 SG&A expenses forecast upwards to $14.41 million (from $10.29 

million). We believe that current levels of SG&A expenses are exceedingly high and 

must be brought down over the longer-term. By FY2025, we expect the company to 

operate at the industry-average SG&A expenses to revenue of 30%. Our current valuation is 

heavily dependent on a scale-down in SG&A expenses from 2022 onwards.  

 

The company reported a net loss of $1.87 million (EPS: -$0.02) for Q3-FY2019 versus a net 

loss of $4.15 million (EPS: -$0.05) for Q2-FY2019, and a net loss of $3.74 million (EPS: -

$0.05) for Q3-FY2018. Due to revisions made to our revenue forecast, our revised net loss 

forecast for FY2019 and FY2020 are -$12.59 million (EPS: -$0.12) and -$9.77 million 

(EPS: -$0.07), respectively. This compares to our previous net loss forecast for 2019 and 

2020 of -$12.79 million (EPS: -$0.13) and -$6.13 million (EPS: -$0.05), respectively.  

 

Free cash flows (“FCFs”) deteriorated YoY as most of the revenues were non-cash. High 

SG&A expenses also contributed to the deterioration in FCFs.   

 

 
Source: Company, FRC 

 

At the end of fiscal Q3-2019, the company reported a cash position of $0.61 million, 

working capital of $3.42 million, a current ratio of 3.16x, and no debt. Subsequent to the 

quarter, the company issued 5.32 million special warrants for gross proceeds of $1.42 

million. The special warrants consist of one common share and one share purchase warrant 

with varying exercise prices.  

 

 
Source: Company, FRC 

 

Given the company’s current run-rate, we estimate that the company will have to raise up to 

an additional $4 million for FY2019 shortly. We have assumed this to be through equity 

financing.   
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Stock Options and Warrants: We estimate that the company has 14.25 million options 

(weighted average exercise price of $0.46) and 37.96 million warrants (weighted average 

exercise price of $1.40). Currently, 3.23 million options and nil warrants are in the money. 

The company will be able to raise up to $0.62 million if all the in the money options are 

exercised.  

 

Discounted Cash Flow (“DCF”) Valuation 

Our updated DCF valuation on Yield Growth’s shares is $0.39, down from $0.43 

previously. In addition to the decline primarily being caused by our revision in the 

company’s 2020 SG&A expenses, the company witnessed a greater number of shares 

outstanding through the issuance of special warrants.   

 

 
Source: FRC 

 

 

Comparables Valuation 

The average EV/R of comparables industries increased from 2.94x to 3.20x while the 

average EV/EBITDA decreased from 16.72x to 16.18x. This implies a decrease in revenue 

but an increase in EBITDA across industries. As such, we believe this to be due to cost 

cutting efforts across industries. Our revised valuation on the company based on EV/R is 

$0.39 (previously $0.38) and based on EV/EBITDA is $0.57 (previously $0.63) 

 

 
Source: S&P Capital IQ / FRC 
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Source: FRC 

 

Based on our updated valuation models, we are revising our previous fair value 

estimate of $0.48 per share to $0.45 per share. This is the average of all three of our 

valuation models.  

 

We believe the company is exposed to the following risks (list is non-exhaustive): 

 

➢ The company operates in an industry that is highly regulated and subject to material 

change from governmental intervention. 

➢ Significant partner risk as a portion of the company’s business is reliant on licensees 

who conduct third-party Urban Juve sales. 

➢ Access to capital and share dilution. 

➢ Liquidity risk. 

➢ Our revenue projections may not materialize. 

 

We are maintaining our risk rating of 4 (Speculative). 
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Fundamental Research Corp.  Equity Rating Scale: 

Buy – Annual expected rate of return exceeds 12% or the expected return is commensurate with risk 

Hold – Annual expected rate of return is between 5% and 12% 

Sell – Annual expected rate of return is below 5% or the expected return is not commensurate with risk 
Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events. 

 

Fundamental Research Corp.  Risk Rating Scale: 

1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operates in a regulated 

industry.  The future outlook is stable or positive for the industry.  The company generates positive free cash flow and has a history of profitability.  The capital 

structure is conservative with little or no debt. 
 

2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive.  The industry and company are relatively less 

sensitive to systematic risk than companies with a Risk Rating of 3.  The company has a history of profitability and has demonstrated its ability to generate positive 
free cash flows (though current free cash flow may be negative due to capital investment).  The company’s capital structure is conservative with little to modest use of 

debt. 

 
3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk.  The industry may be cyclical.  Profits and cash flow are 

sensitive to economic factors although the company has demonstrated its ability to generate positive earnings and cash flow.  Debt use is in line with industry 

averages, and coverage ratios are sufficient. 
 

4 (Speculative) - The company has little or no history of generating earnings or cash flow.  Debt use is higher.  These companies may be in start-up mode or in a 

turnaround situation.  These companies should be considered speculative. 
 

5 (Highly Speculative) - The company has no history of generating earnings or cash flow.  They may operate in a new industry with new, and unproven products.  

Products may be at the development stage, testing, or seeking regulatory approval.  These companies may run into liquidity issues, and may rely on external funding.  
These stocks are considered highly speculative. 

 

Disclaimers and Disclosure 

The opinions expressed in this report are the true opinions of the analyst about this company and industry.   Any “forward looking statements” are our best estimates 

and opinions based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to truth or 
correctness.   There is no guarantee that our forecasts will materialize.   Actual results will likely vary.   The analyst and Fundamental Research Corp.  “FRC” do not 

own any shares of the subject company, do not make a market or offer shares for sale of the subject company, and do not have any investment banking business with 

the subject company.    Fees were paid by BOSS to FRC.   The purpose of the fee is to subsidize the high costs of research and monitoring.   FRC takes steps to ensure 
independence including setting fees in advance and utilizing analysts who must abide by CFA Institute Code of Ethics and Standards of Professional Conduct.   

Additionally, analysts may not trade in any security under coverage.   Our full editorial control of all research, timing of release of the reports, and release of liability 

for negative reports are protected contractually.  To further ensure independence, BOSS has agreed to a minimum coverage term including four updates.   Coverage 
can not be unilaterally terminated.   Distribution procedure:  our reports are distributed first to our web-based subscribers on the date shown on this report then made 

available to delayed access users through various other channels for a limited time.   
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