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Initiation of Coverage

In Cann we Trust
We are initiating coverage of CannTrust Holdings, Inc. with a SPECULATIVE BUY rating
and a C$7.25 target. CannTrust is a Canadian licensed producer of cannabis with a
strategic focus on the development of cannabis-based pharmaceuticals. While CannTrust
currently operates out of a modest 3,000 kg capacity indoor grow facility in Ontario, the
company has nonetheless exhibited explosive growth in its patient base and oil sales
in recent quarters. We expect CannTrust will meet this growing demand as it increases
its production >10-fold to >40,000 kg annually from its low-cost greenhouse facility;
the first phase of construction is expected to be complete by year-end. However, we do
see an ~$18 million funding gap for Phase II construction, creating a potential financing
overhang and underscoring our 'Speculative' rating.
We forecast adjusted EBITDA for CannTrust will grow at a 108% four-year CAGR to
$120.2 million in 2022, and that the company will become EBITDA positive next year
and FCF positive in 2019. CannTrust currently trades at 12.4x 2017E funded capacity,
compared to peers at 7.7x. Based on the company’s low-cost production, leading growth
profile, and forecast superior margins (driven by its medical strategy), we believe that
CannTrust deserves to trade at a premium multiple to peers.
Investment Highlights
• Leading growth generates margin expansion. CannTrust’s customer base has grown

117% since May to 32,500 active patients, placing the company among industry
leaders. Oils (which can sell for 2x-3x the price of dried bud) represented >50% of
total sales in Q2, vastly outpacing industry at ~15%. We believe product mix will drive
pricing and margin expansion for CannTrust as cannabis is increasingly commoditized.

• Medical strategy is the primary driver of value. Through its partnership with Apotex,
CannTrust is developing novel value-add pharmaceutical formulations of cannabis. We
believe that standardized dosing and enhanced delivery will lead to significant uptake,
driving higher pricing and a forecast leading 10% medical market share.

• Driving lower production costs. We believe CannTrust’s grow operations are among
the best we have seen. Its experience and adherence to operating protocols mitigate
the risk of disease pressure and have allowed it to become one of the true pesticide-
free producers in Canada. The shift to greenhouse production should drive production
costs lower, leading to margin expansion as the rec market comes on line next year.

Valuation
We value CannTrust using a sum-of-the-parts analysis: the Canadian medical market
based on a DCF model (14% WACC, 2.0% terminal growth), and the higher-risk Canadian
rec opportunity using probability-weighted NPVs (16% WACC, 90% success). Based on
this analysis, we arrive at a target price of C$7.25 for CannTrust, which suggests a 62%
annualized return and supports our SPECULATIVE BUY rating.
Our conservative risk-adjusted valuation of the medical market alone suggests a $5.57
per share value, providing a potential valuation floor. Our un-risked valuation of both the
medical and rec markets suggests a potential blue-sky upside of $14.36 per share.

For important information, please see the Important Disclosures beginning on page 36 of this document.
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Figure 1: Summary Sheet 

 
Source: Company Reports, Canaccord Genuity estimates 

  

Company Description Consolidated Balance Sheet

Year end Dec 31 $000s 2016A 2017E 2018E 2019E

Cash 4,895           17,119        10,107        10,176        

Current Assets 11,625        22,860        24,569        37,455        

Fixed Assets 5,254           31,682        48,237        49,688        

Total Assets 16,879        54,542        72,805        87,142        

Current Liabilities 3,571           1,856           5,152           9,481           

Debt 1,000           10,000        25,000        25,000        

P&L Forecasts Shareholders Equity 10,468        38,001        38,168        48,376        

Year end Dec 31 $000s 2016A 2017E 2018E 2019E

Kgs of cannabis sold 711             2,284          6,048          11,452       Total Liabilities & S/E 16,879        54,542        72,805        87,142        

Ave Price per gram (oil) 6.43$          9.37$          9.50$          12.00$        

Ave. Price per gram (bud) 6.16$          8.48$          7.50$          5.50$          

Revenue 4,382 20,761 50,108 99,339

Production Costs 11,162        6,220          22,680        40,083        

General and Administrative 3,886 7,516 12,527 24,835

Sales and Marketing -               3,404 7,015 12,914

Research and Development -               -               1,503 3,974

Adj. EBITDA (10,666) (4,145) 6,383 17,533

Depreciation/Amortization 617 1,027 3,916 5,025

Finance Cost 1,829 -               -               -               

Interest Expense (Income) 474 1,158          2,300          2,300          

Net Income (12,815) (2,628) (4,343) 1,268

Shares o/s (basic) 71,393 78,812 78,812 78,812

Shares o/s (FD) 71,393 91,333 91,333 91,333

EPS - FD (0.18) (0.03) (0.05) 0.01

Cash Flow Forecasts

Year end Dec 31 $000s 2016A 2017E 2018E 2019E

Net Income (12,815) (2,628) (4,343) 1,268

Adj, EBITDA (10,666) (4,145) 6,383 17,533

Change in Working Capital (1,244)         230 (5,425) (8,489)

Interest Expense (474)             (1,158)         (2,300)         (2,300)         

Maintenance Capex -               (2,000)         (2,000)         (2,000)         

Growth Capex (5,209) (25,500) (18,000) (3,000)

Free Cash Flow (17,594) (32,573) (21,342) 1,744

Growth Analysis

Year end Dec 31 $000s 2016A 2017E 2018E 2019E

Revenue 85% 374% 141% 98%

EBITDA nmf nmf nmf 175%

Net Income nmf nmf nmf nmf

Margin Analysis Valuation Ratios

Year end Dec 31 $000s 2016A 2017E 2018E 2019E Year end Dec 31 $000s 2017E 2018E 2019E

Gross Margin nmf 33% 55% 60% Enterprise Value / Revenue 18.7x 7.7x 3.9x

EBITDA nmf nmf 13% 18% Enterprise Value / EBITDA nmf 56.3x 19.9x

Net Income nmf nmf nmf 1% Market Cap / Funded Capacity 12.4x 9.5x 9.5x

CannTrust Holdings Inc. is a licensed producer of medical cannabis with facilities in 

Vaughan and Niagara, Ontario. The company sells medical cannabis products throughout 

Canada and is currently in the process of a sizable expansion plan of its new greenhouse 

operations ahead of the expected timing of the legalized recreational market in Canada.
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Executive summary 

We are initiating coverage of CannTrust Holdings Inc. (TRST:CSE) with a SPECULATIVE 

BUY rating and a C$7.25 target price. Given the risks associated with capacity 

expansion, achieving low production costs, wholesaler pricing, Health Canada 

licensing, and regulatory risks related to the, as yet, illegal recreational market, we 

believe it is prudent to classify ‘Buy’ ratings for cannabis companies as ‘Speculative’. 

Further, we expect that CannTrust will have a ~$18 million funding gap as it 

completes the Phase II expansion of its new greenhouse facility. While we believe the 

company has access to capital, we believe this financing risk underscores our 

‘Speculative’ rating for the stock. 

CannTrust is a licensed producer of cannabis with operations in Ontario. The company 

currently operates out of a 40,000 square foot indoor-grow facility located in Vaughan, 

Ontario. This facility is capable of producing ~3,000 kg of cannabis annually and has 

achieved production cash costs below $2.00 per gram, which we believe is very 

competitive for indoor cultivation. 

CannTrust is in the process of retrofitting a 430,000 square foot greenhouse located 

in Fenwick, Ontario (in the Niagara region), which will be completed in two phases. The 

recently completed first phase includes 170,000 square feet of growing room with a 

capacity of ~20,000 kg per year. Phase I was projected to cost ~$18 million and has 

been fully funded from the company’s balance sheet. CannTrust recently received a 

Health Canada license to begin cultivating at this facility. 

Figure 2: Projected production capacity growth 

 
Source: Company Reports, Canaccord Genuity estimates 

The second phase of the greenhouse construction will include 180,000 square feet of 

grow and will also produce ~20,000 kg of cannabis annually. The Phase II retrofit is 

expected to be complete by the end of 2018 and will cost an estimated $15–$20 

million. Phase II is not yet funded; however, we believe the company can secure debt 

financing for at least a portion of the construction. An example of this is the recent 

$40.0 million debt financing provided to Cronos (MJN:TSX-V | SPEC BUY, C$3.50 

target) at a 12% interest rate. Nonetheless, we believe this funding gap could create a 

financing overhang for the stock. 

Both phases of greenhouse construction, once complete, will position CannTrust 

among the top producers in Canada (by volume). Furthermore, we believe that 

greenhouse grow could drive the company’s production cash costs even lower, 

potentially below $1.00 per gram. 
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Given its pharmaceutical focus, we estimate CannTrust will achieve 10% peak 

penetration into the medical market, which is in line with our forecasts for the market 

leaders. Although recreational cannabis is not part of CannTrust’s core strategy, we 

nonetheless assume a modest 2.4% penetration into the Canadian recreational 

market at peak. While the medical market is not as large as the rec market potential, 

we believe that the regulations and opportunity is much clearer based on the existing 

pharmaceuticals market. Further, we believe that CannTrust’s medical focus will allow 

the company to achieve a dominant position. 

Partnership with Apotex highlights CannTrust’s medical focus 

CannTrust positions itself as a pharmaceutical-grade medical cannabis provider, 

benefitting from more than 40 years of pharmacy and healthcare experience. With a 

team of experienced pharmacists, medical doctors and growers, CannTrust focuses 

on the pharmaceutical formulation of medical cannabis, which we believe could allow 

the company to offer high-quality branded products at a premium pricing to peers. We 

expect that this strategy will enable the company to maintain or grow margins in the 

face of the potential commoditization of cannabis. 

Figure 3: CannTrust Scorecard 

 
Source: Canaccord Genuity estimates 

CannTrust has established a partnership with leading privately held generic drug 

manufacturer Apotex, which is focused on delivering new cannabis formulations to the 

medical market. Apotex has revenue in excess of C$2 billion annually and extensive 

experience formulating and improving drug delivery. Based on its partner’s strengths, 

we believe that CannTrust’s strategy has a good chance of success, potentially placing 

the company as a leader in the medical cannabis market. 

Driving industry-leading growth in its patient base and oil sales 

Over the past 12 months, CannTrust has driven very strong 592% growth in its 

registered patient base (to 32,500 active patients in October). Although the company 

does not have a defined patient acquisition strategy, we believe that CannTrust’s 

focus on high-purity extracts and a strategy firmly aimed at the medical opportunity 

has enabled the company to capture significant market share.  

Sales of CannTrust’s oils and extracts have grown 31% over the past three quarters to 

$2.3 million in Q2, and represented 52% of sales by volume. This compares to overall 

industry data that suggest 15% of cannabis sales (by volume) were generated from 

oils in Q1. We believe CannTrust’s oil sales represent some of the fastest growth in 

the industry, driven by quality, competitive pricing, availability, and the standardization 

of its oil product, which is a very attractive aspect for physicians. We also believe that 

product differentiation into higher-priced oils will drive margin expansion for CannTrust 

as cannabis becomes more commoditized. 

Scorecard - CannTrust

Funded capacity expansion

Low cost production

High quality product

Extract/oil strategy

Patient acquisition strategy

Marketing/brand strategy
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Figure 4: Industry-leading growth in oil sales 

 
Note: Health Canada has not yet released Q2 2017 figures 

Source: Company Reports, Canaccord Genuity estimates 

Although CannTrust’s current oil strategy may be easy for competitors to replicate, we 

believe that several factors will allow the company to continue to grow sales of its 

extracts. The standardization of oils is important, as it appeals to the medical market. 

We believe this will be enhanced through CannTrust’s purification technology, which 

should produce a pharmaceutical-grade product. Further, we believe the partnership 

with Apotex will provide distinct advantages for CannTrust’s medical strategy, 

significantly lowering drug development risk as the company launches new cannabis 

formulations. 

Best practices and greenhouse grow should drive lower costs 

CannTrust currently operates a 3,000 kg indoor growing facility in Vaughan, Ontario. 

Operating in a higher-cost province, CannTrust nonetheless produces cannabis at a 

reasonable price of less than $2.00 per gram. As the bulk of the company’s 

production shifts to more efficient greenhouse cultivation, we expect that cash costs 

should fall even further, below $1.00 per gram. We also believe that competitive 

production will help protect margins as the industry shifts to a wholesale distribution 

model. 
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Figure 5: Historical production cash costs per gram 

 
Source: Company Reports, Canaccord Genuity estimates 

In our view, CannTrust runs one of the best-managed cultivation facilities that we have 

toured. The attention to detail and the stringent protocols in place have allowed 

CannTrust to become one of the true pesticide-free producers in Canada. We believe 

this reputation for high-quality product has been one of the key drivers of recent 

patient uptake. Moreover, we expect that the company’s strong operations will help 

mitigate the risk of disease pressures as it migrates to greenhouse grow. 

Valuation 

With industry-leading growth in its registered patient base and higher-priced oil sales, 

we believe CannTrust is poised for strong future growth. Starting in FY2018, we 

forecast a four-year revenue CAGR of 52% (to $266 million in FY2022) and a four-year 

adjusted EBITDA CAGR of 108% (to $120 million in FY2022). We project that 

CannTrust will generate positive adjusted EBITDA next year. 

Figure 6: CannTrust consolidated estimates 

 
Source: Company Reports, Canaccord Genuity estimates 

CannTrust currently trades at 12.4x 2017E funded capacity, above the peer group 

average of 7.7x, but in line with the larger players including Canopy Growth 

(WEED:TSX | SELL, C$11.00 target) at 12.7x, and Aphria (APH:TSX | RESTRICTED). 
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Given its stronger growth profile, we believe CannTrust should trade at a premium to 

peers. If we assume that 100% of CannTrust’s capacity is funded (ignoring the $15-

$20 million funding gap), CannTrust would trade at 9.5x funded capacity. 

Figure 7: Funded capacity valuation analysis 

 
Source: Company Reports, Canaccord Genuity estimates 

We value the medical opportunity at $5.57 per share based on a discounted cash flow 

valuation (14% WACC, 2% terminal growth rate) and the recreational market at $1.78 

per share using an explicit NPV (16% WACC, 2% terminal growth rate, risk-adjusted for 

a 90% probability of success). A sum-of-the-parts suggests a $7.35 per share 

valuation. Based on this analysis, we arrive at our target price of C$7.25. Looking at 

our risk-adjusted DCF, we believe the risked medical opportunity alone provides a 

substantial valuation floor of ~$5.57 in support of the stock. 

Figure 8: Sum-of-the-parts valuation 

 
Source: Canaccord Genuity estimates 

We have conducted a sensitivity analysis by flexing variables in our medical model. 

Medical market share (10% in our base case scenario) and medical WACC (14% in our 

base case) are two key assumptions that have a significant impact on our valuation. 

Based on medical WACCs ranging from 12% to 16% and medical market share 

assumptions from 7.5% to 12.5%, we see a valuation range of ~$5.00 to $11.00 for 

CannTrust. 

  

Company Ticker Share Market Estimated Funded Market Cap/

Price ($) Cap ($M) Capacity (kg) Funded Capacity (x)

Canopy Growth WEED 12.52 2,287$       180,000                 12.7x

OrganiGram Holdings OGI 2.79 319$          46,000                    6.9x

Hydropothecary Corporation THCX 1.97 185$          30,000                    6.2x

Cronos Group Inc. MJN 3.31 606$          55,000                    11.0x

Invictus MD IMH 1.31 109$          17,000                    6.4x

Average 7.7x

CannTrust Holdings TRST 4.49 408$         33,000                  12.4x

Segment Methodology $ per share

Medical DCF 5.57$         

Recreational p.NPV 1.78$         

Total 7.35$         

CannTrust Holdings Inc.
Initiation of Coverage

Speculative Buy  Target Price C$7.25  | 18 October 2017 Canadian Cannabis 8



9 

 

Should the medical opportunity unfold as expected, we believe there is substantial 

upside potential for the stock. The high discount rates we use (14% WACC for medical 

and 16% WACC for rec) reflect the perceived risk of commercial execution. If we un-

risk our models for both the medical and rec markets (assuming 100% likelihood of 

the federal government passing and implementing recreational legislation and a 10% 

WACC), our valuation suggests a potential blue-sky upside of $14.36 per share.  

However, we have also evaluated a bear case where CannTrust is unable to fund its 

Phase II construction. In this scenario, based on CannTrust’s existing production 

capacity of ~23,000 kg, we expect the company would maintain its peak 10% 

penetration into the medical market but would not be able to supply the rec market. 

Our downside analysis suggests a valuation of $5.49 per share, again providing a high 

floor for the stock. 

  

Figure 9: Sensitivity analysis of medical valuation - medical market share vs. WACC 

 
Source: Canaccord Genuity estimates 

C$7.33 5% 7.5% 10% 12.5% 15%

11% 6.18$      8.25$      10.33$    12.41$    14.49$    

12% 5.56$      7.33$      9.11$      10.90$    12.68$    

13% 5.05$      6.59$      8.13$      9.68$      11.23$    

14% 4.64$      5.98$      7.35$      8.68$      10.04$    

15% 4.29$      5.48$      6.67$      7.86$      9.05$      

16% 4.00$      5.05$      6.11$      7.16$      8.22$      

17% 3.75$      4.69$      5.63$      6.57$      7.52$      
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Investment Drivers 

CannTrust has exhibited industry-leading growth 

Although CannTrust currently does not possess the largest growing operations, we 

believe the company has demonstrated industry-leading growth over the past few 

quarters. The company’s registered patient base grew 117% from 15,000 in May of 

this year to 32,500 patients in October. We believe that cannabis sales into the 

medical market represent ‘sticky’ revenue, as patients tend to re-order from a 

producer so long as quality remains high and inventory is available. CannTrust 

reported preliminary revenue of $6.1 million in Q3, a 680% increase compared to the 

same period last year. We believe this strong growth in all aspects of its business 

justifies a premium valuation for CannTrust relative to peers. 

Oil sales outpace industry average and should protect margins 

In its most recent quarter, CannTrust reported revenue from oils and extracts totalling 

$2.3 million, representing 50% of sales (in dollars) and 52% of sales by volume. This 

far outpaces the most recent (Q1) industry data from Health Canada that suggests oils 

and extracts represented an estimated ~15% of total sales by volume. We believe that 

CannTrust’s high quality, customer service, and standardization of dosing are 

appealing to both doctors and patients, and are the primary drivers of oil sales growth.  

As the Canadian cannabis industry shifts to a wholesaler model, we believe that LPs 

will experience pricing pressure and margin compression. We believe that producers 

must combat this through strategic differentiation and a shift to value-add products 

(such as oils) to remain competitive. Oils can sell for 2x-3x the price of dried cannabis 

per gram processed. As such, we expect that CannTrust will remain ahead of the pack, 

with a shorter path to sustainable profitability through its successful oil strategy. 

CannTrust is a leader in the ‘medical-ization’ of cannabis 

CannTrust is primarily focused on the medical cannabis market in Canada. Through its 

partnership with private multinational generics company Apotex, we expect CannTrust 

will develop formulations of cannabinoid extracts that could solve many of the issues 

surrounding the delivery of these drugs. If successful, we project that CannTrust will 

achieve much higher pricing for novel pharmaceutical versions of cannabis, further 

driving EBITDA margin expansion. 

The company’s existing cannabis oil and extracts have been developed along these 

lines, providing patients and doctors with standardized products. The cannabinoid 

content in CannTrust’s oils is diluted to 12.5 mg or 25 mg increments, which is a 

familiar dosage form for prescribing physicians. We believe this pharmaceutical 

approach to development has been a key driver of the rapid market uptake for 

CannTrust’s products. 

Rigorous operating protocols result in low-cost, pesticide-free cultivation 

CannTrust currently operates out of a ~3,000 kg capacity indoor growing facility 

located in Vaughan, Ontario. We believe the company adheres to some of the most 

rigorous operating procedures that we have seen, which has helped drive production 

costs below $2.00 per gram in recent quarters. CannTrust’s attention to detail 

significantly mitigates disease and cultivation risks, allowing the company to grow 

pesticide-free, in our view. We expect that these protocols will also be implemented in 

CannTrust’s new 40,000 kg capacity greenhouse facility.  

CannTrust Holdings Inc.
Initiation of Coverage
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Investment Risks 

Greenhouse cultivation can come with increased risk of disease pressure 

CannTrust is currently expanding and retrofitting a ~430,000 sq. ft. greenhouse 

facility to produce an expected 40,000 kg of cannabis annually. The retrofit will be 

completed in two phases (complete in late-2017 and late-2018) capable of producing 

20,000 kg each, at much lower costs compared to indoor grow. Although the company 

employs very experienced growers and stringent operating protocols, we believe 

greenhouses present much higher disease risk for a cannabis crop. Further, given the 

scale of the new facility, we think there could be significant challenges in ramping 

production to full capacity. 

Funding gap for Phase II expansion 

Phase I of CannTrust’s new greenhouse retrofit is expected to cost ~$18 million, 

which we believe is fully funded from the company’s balance sheet. However, Phase II 

of this expansion has a forecast budget of ~$15 million, which is not yet funded. 

Although we expect the company will have access to debt financing (for at least a 

portion of the Phase II construction), we see a potential funding gap if the equity and 

debt markets are closed to the company. 

Significant development risk for new cannabis drug formulations 

CannTrust has partnered with private multi-national generic pharmaceutical company 

Apotex for the development of novel formulations of cannabis extracts. With revenue 

of over C$2 billion annually, Apotex has extensive experience in the area, having 

successfully formulated hundreds of generic products. While we believe that Apotex is 

likely an ideal partner for formulation development, we nonetheless see substantial 

risk in trying to overcome some of the key challenges to the delivery of cannabinoids. 

The wheels of government can turn slowly… 

CannTrust has recently received Health Canada approval to cultivate cannabis in its 

Fenwick, Ontario greenhouse facility. Although the company has substantial 

institutionalized expertise in building and operating a cannabis growing operation, a 

greenhouse build can present new risks. Further, while it is generally assumed that 

existing producers will receive preferential treatment from Health Canada, a backlog 

at the regulator could slow the Phase II licensing process. 

… except when bringing on new competition 

Health Canada has recently stepped up approvals of cultivation licenses for new LPs. 

The most recent data shows that a total of 67 production licenses have been granted, 

a significant increase over the past six months. With more competition expected to 

come on line before the recreational market is open next year, we believe that LPs will 

see pricing pressure in the longer-term as forecast supply begins to meet expected 

demand. We believe that CannTrust will nonetheless be able to combat margin 

compression based on premium pharmaceutical pricing. 
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Premium pharmaceutical pricing and low-
cost cultivation should support superior 
margins 

We are initiating coverage of CannTrust Holdings Inc. with a SPECULATIVE BUY 

recommendation and a C$7.25 target price. CannTrust is a licensed producer of 

medical marijuana under Health Canada’s ACMPR regulations. The company received 

its licence to cultivate and sell dried bud on June 12, 2014 and received its license to 

sell cannabis oil extracts more recently in September 2016.  

CannTrust began trading on the CSE on August 21, 2017 under the ticker “TRST”. 

Leveraging its medical focus 

Leading the ‘pharmaceutical-ization’ of medical cannabis 

CannTrust is firmly focused on the medical cannabis market in Canada, as evidenced 

by its partnership with Apotex, a generic pharmaceutical manufacturer with a 

presence in more than 85 countries. This is a strategy that we view quite favourably, 

as we believe there are clear development pathways to value-add products based on 

cannabis oils and extracts. With the expansion of CannTrust’s pharmaceutical 

portfolio, we forecast the company will generate a significant portion of its sales from 

extracts, which should command higher pricing and protect margins against expected 

wholesaling pricing pressure. 

Figure 10: Industry data: dried bud vs. oil volume growth 

 
Source: Health Canada, Company Reports, Canaccord Genuity estimates 

We expect that medical formulations including oral gel-caps, inhalables, and topicals 

will allow for the eventual standardization of cannabis-based pharmaceuticals. This is 

important, as we believe the standardization of cannabis dosing should appeal to 

doctors who are used to prescribing milligram dosages of drugs. As such, the 

standardization of CannTrust’s oils has likely been a significant driver of the industry-

leading uptake and growth of the company’s extract products, in our view.  
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Over the past few quarters, the overall market share growth of oils and extracts has 

significantly outpaced dried bud and we estimate now represents ~15% of sales into 

the Canadian medical market (by processed gram equivalents). In contrast, in its most 

recent quarter, 52% of CannTrust’s sales (by volume) has come from oils, which is 

likely driven by a number of factors (discussed below). By comparison, we (very 

conservatively) forecast peak medical oil penetration of 70%. 

Figure 11: CannTrust quarterly dried bud vs. oil sales, by volume 

 
Source: Company Reports, Canaccord Genuity estimates 

We believe there are significant potential advantages to pharmaceutical formulation 

and the standardization of cannabis oils and extracts, including: 

1) Greater bioavailability – formulation can improve water solubility, potentially 

easing product development. Further, we believe that increased water 

solubility can improve bioavailability, or optimize the amount of cannabinoid 

that gets into the bloodstream; 

2) Faster absorption – increased solubility can also enhance and speed up 

absorption. We believe that faster absorption could reduce the risk of 

overdosing on cannabinoids, while efficient absorption could improve dose 

proportionality (making the product more consistent across patients); 

3) Reduce first-pass metabolism – we believe pharmaceutical formulation can 

help reduce cannabinoid degradation by the liver, also improving 

bioavailability (more drug gets into the bloodstream). 

Standardization of dosing should appeal to doctors 

CannTrust employs a team of experienced pharmacists, growers, and operators with a 

focus on producing high quality and consistent medical cannabis. Although there are 

risks associated with greenhouse grow, we believe that high productivity (quality and 

optimized capacity) and pesticide-free operations will likely be key differentiators for 

CannTrust. Based on its consistency in product quality and pharmaceutical focus, we 

believe CannTrust should command premium pricing to other licensed producers even 

as cannabis becomes more commoditized. 
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The company currently sells dried cannabis for $9.00–$11.00 per gram, which is at 

the high end of the industry average. However, cannabis oils are priced competitively 

at $90.00 for a 40 ml bottle; because the cannabis extracts are more concentrated, 

we estimate this represents pricing of approximately $11.00 per gram of dried 

cannabis processed.  

Figure 12: CannTrust Drops 

 
Source: Company website, www.canntrust.ca 

We believe that CannTrust can produce oils at low cost due to the efficient processing 

of trim, extracting cannabinoids from plant material that would otherwise be 

discarded. However, as additional pharmaceutical formulations are introduced, we 

expect oil pricing to climb closer to the industry average of 2x-3x dried bud. We believe 

that higher pricing for oils and extracts will provide significantly better margins for 

CannTrust as dried cannabis becomes more commoditized. 

CannTrust’s Cannabis Drops are offered in three varieties: 1:1 Drops, CBD Drops, and 

THC Drops. Each dose of cannabis oil is diluted to standardized 25 mg quantities of 

respective cannabinoid, which is similar to pharmaceutical dosing familiar to 

physicians. This is in contrast to other oil products where the label generally reflects a 

percentage of cannabinoid (either THC or CBD) present in the plant extract. We 

believe this labelling can be confusing and often misleading of cannabinoid content, 

and is very much unlike other pharmaceutical products. 

CannTrust uses supercritical CO2 extraction for the production of cannabis oils, which 

is standard in the industry. The company recently upgraded its extractor technology at 

its Markham facility to 4x the capacity of the original extractor. We expect this will 

provide CannTrust sufficient capacity to meet our projected demand of 2,800 kg of oil 

in 2018. Should demand for oil increase significantly in the near term, we believe 

CannTrust’s extraction capacity is readily scalable with additional extractors. 

To produce a cleaner product, CannTrust implements an additional purification step 

using novel technology for the cannabis industry. This step increases cannabinoid 

extract purity from 80% to 95%+ without the introduction of alcohol. We believe higher 

purity is another important factor in the ‘pharmaceutical-ization’ of cannabis and an 

important reason for the success of CannTrust’s medical strategy. While the company 

does not believe that distillation of cannabinoids is necessary (producing API-quality 

CannTrust Holdings Inc.
Initiation of Coverage

Speculative Buy  Target Price C$7.25  | 18 October 2017 Canadian Cannabis 14



15 

 

pure THC or CBD), we nonetheless believe that regulators may view this favourably if 

cannabinoids are approved to pharmaceutical standards. 

We see multiple drivers of CannTrust’s strong growth 

CannTrust has grown its patient base by more than 400% over the last 12 months 

and is actively recruiting more. From May to June 2017, the company grew its patient 

base by 33% from 15,000 to 20,000 patients. In its most recent update in October, 

CannTrust reported a total of 32,500 registered patients, suggesting that demand 

may be approaching (or exceeding) the company’s current production capacity. We 

expect that the company could buy wholesale from other LPs to satisfy demand until 

production from its greenhouse facility is online before the end of the year. 

The company’s patient base is continuously expanding by 900-1000 new registrations 

per week, as more physicians are referring their patients to CannTrust. We believe the 

company’s patient growth is outpacing most other LPs in Canada despite the lack of 

an obvious patient funnel (such as a network of clinics). We see several factors driving 

this strong patient growth: 

1) Medical product standardization – we believe that the standardization of 

dosing for the company’s oil products puts cannabis on similar footing to 

other pharmaceuticals. This allows physicians to quickly titrate patients by 

putting dosing in terms they can understand;  

2) Pricing – with a focus on low-cost production, we believe CannTrust prices its 

oils competitively with other LPs. We expect the company will be able to 

maintain competitive pricing when it achieves lower costs through its future 

greenhouse production;  

3) Customer service – CannTrust is expanding its current call center of 75 

people in response to the increasing demand for its products. This high level 

of customer service eases the complexity of the registration process, ensuring 

a smooth on-boarding of new patients; 

4) Availability of product – while medical patients are viewed to be ‘sticky’ and 

loyal to the brands that they like, customers can quickly switch suppliers if 

product is out of stock. CannTrust has stockpiled inventory to ensure that 

product will always be available and has been willing to buy wholesale 

products from other LPs;  

5) Quality – we believe that CannTrust is a leading grower of quality cannabis. 

The company’s stringent operating procedures and well-designed protocols 

mitigate the risk of contamination and the company has therefore been able 

to grow pesticide-free. We believe CannTrust’s high-quality pesticide-free 

product is very attractive to medical users. 

A modest rec strategy through BrewBudz 

Although the medical market is CannTrust’s primary emphasis, the company also has 

an interesting recreational strategy focused on the development of novel products. 

Through a 50/50 joint venture with Club Coffee LP, CannTrust will market single-serve 

coffee containers for use with Keurig-compatible coffee machines. This novel 

cannabis-infused coffee, branded BrewBudz, is patent-protected in the US and has 

been licensed in several states where recreational cannabis is legal. 

While we view BrewBudz as an interesting opportunity, we currently do not forecast 

significant revenue from the product. We believe that the success of BrewBudz in the 
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US could provide optionality for investors, with significantly more upside if these 

products are approved for recreational use in Canada. 

Gilla partnership could provide exposure to a significant vape opportunity 

On October 2, 2017, CannTrust announced it has entered into a non-binding letter of 

intent with Gilla Inc., which aims to provide both private-label and branded cannabis 

vapour solutions in Canada. Vapourization represents one of the fastest growing 

segments within the global cannabis market. 

Given Gilla’s global leadership position in designing, marketing, and manufacturing E-

liquid for vaporizers and developing cannabis concentrate products, we believe this 

relationship will strengthen CannTrust’s existing product portfolio. Furthermore, we 

believe exposure to the vapourizer market will provide investors in CannTrust with 

significant optionality as the industry becomes more commoditized and companies 

look for ways to differentiate their product offerings.  
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CannTrust has established industry-
leading best practices 

An expanding footprint and lower production costs 

CannTrust currently operates out of a 40,000 square foot indoor facility in Vaughan, 

Ontario with a production capacity of 3,000 kg of medical cannabis per year. The 

company recently acquired a 430,000 square foot greenhouse in the Niagara region. 

This greenhouse facility, once converted to meet ACMPR standards, will provide the 

company with an additional annual production capacity of ~40,000 kg. We expect the 

first phase (20,000 kg of additional growing capacity) to be completed in the fall of 

2017.  

Figure 13: Cultivation at CannTrust's facility in Vaughan, Ontario 

 
Source: Company sources 
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Figure 14: Cultivation at CannTrust's facility in Vaughan, Ontario  Figure 15: Cultivation at CannTrust's current facility in Vaughan, 

Ontario 

 

 

 
Source: Company sources  Source: Company sources 

A summary of the company’s existing and planned capacity is provided below. 

1. Vaughan facility – a 40,000 sq. ft. indoor facility with a potential production 

capacity of 3,000 kg of medical cannabis per year.  

2. Phase I Greenhouse Facility –the Phase I retrofit is scheduled to be 

completed by fall of 2017 and is expected to add ~20,000 kg of capacity in 

its first full year of production; this conversion is estimated to cost ~$18 

million and is fully funded. Combined with the volumes produced out of its 

original facility, we estimate the company will have a total capacity of 

~23,000 kg by fall 2017.  

3. Phase II Greenhouse Facility –the Phase II conversion of the greenhouse 

facility is expected to add an additional ~20,000 kg of production capacity 

per year. The total cost of this construction is estimated to be $15 million to 

$20 million, but is not yet funded.  

We expect that CannTrust could raise all or part of the Phase II construction costs 

through debt. CannTrust could finance with secured debt, similar to Cronos’ $40 

million debt financing at 12%. Alternatively, we believe the company could fill this 

funding gap through an equity raise. Nonetheless, until financing is secured, we 

believe the funding gap could create a modest financing overhang for the stock. 
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Figure 16: Expected timing of facility expansion plans  Figure 17: Summary of existing capacity and funded expansion plans 

 

 

 

Source: Company Reports, Canaccord Genuity estimates  Source: Company Reports, Canaccord Genuity estimates 

Upon full ramp of the Phase I and Phase II conversion of the greenhouse facility, we 

forecast that CannTrust will have a total production capacity of 43,000 kg of medical 

cannabis per year, including its current indoor facility. This would position the 

company as a medium-sized Canadian cultivator, in our view. Further, we estimate the 

company could have enough capacity to supply ~8% of the total Canadian cannabis 

market (once the recreational market is legalized), or ~41% of the forecast medical 

opportunity. 

Figure 18: Fenwick greenhouse Phase I construction  Figure 19: View of one of three vaults at the Fenwick greenhouse site 

 

 

 
Source: Canaccord Genuity  Source: Canaccord Genuity 

In addition to this expansion plan (currently underway), CannTrust has 30 acres of 

unutilized additional land zoned to permit cannabis production. We believe this 

provides the company with the potential to increase its capacity further should the 

demand of legal cannabis in Canada continue to outpace supply. We estimate the 30 

acres could provide an incremental 66,000 kg of additional production capacity in the 

longer-term, creating optionality for CannTrust with the success of its current strategy. 
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Figure 20: Exterior view of Fenwick greenhouse construction  Figure 21: Interior view of Fenwick greenhouse construction 

 

 

 
Source: Canaccord Genuity  Source: Canaccord Genuity 

Health Canada’s mandatory pesticide testing emphasizes importance of operating 

protocols 

We have toured CannTrust’s indoor cannabis grow facility in Vaughan, Ontario and 

came away very impressed with the strong protocols designed to reduce the risk of 

contamination. Details relating to the delivery of inputs (fertilizer, growing materials, 

etc.) are assessed and procedures are put in place to mitigate the introduction of 

pests and pathogens. We expect the same level of diligence will be employed to 

reduce risk at the new greenhouse grow. 

Health Canada has recently announced that it is now requiring all LPs to complete 

mandatory testing for unauthorized pesticides on all cannabis products cleared for 

sale. We believe this measure signifies the regulator’s focus on safe cultivation 

practices and should help mitigate the operational risk inherent in this industry. 

Compared to other licensed producers, we believe CannTrust’s production processes 

are tightly controlled and should provide comfort to investors that a pesticide 

contamination is not likely.  

Low cost production should help protect margins as the industry shifts to 

wholesale 

Although CannTrust’s current facility utilizes indoor cultivation, the company has 

nonetheless been able to achieve very low production cash costs of $1.49 per gram in 

its most recent quarter. These production efficiencies are even more impressive given 

the company’s location in Ontario, where energy costs are amongst the highest in the 

country. We believe this further underscores the company’s strong cultivation 

practices and management’s focus on risk mitigation and efficient production. 

With a new greenhouse production facility currently being constructed in the Niagara 

region, we expect that CannTrust’s production costs will decline even further. 

Leveraging natural sunlight in this greenhouse, we believe cash costs for CannTrust 

could fall below $1.00 per gram once the company’s electricity co-generation plant is 

on line (expected in spring of 2018). We believe this should help the company protect 

operating margins when the industry shifts towards an expected wholesale pricing 

model. 
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Figure 22: CannTrust historical cash cost per gram 

 
Source: Company Reports, Canaccord Genuity 

At a current average retail selling price of ~$8.58 per gram, we estimate that 

CannTrust is achieving gross margin of ~83%, potentially amongst the highest in the 

industry. We expect gross margins will improve further as the company further ramps 

its proportional sales of oils and extracts. Based on dry bud alone, even at a wholesale 

price of $5.00 per gram (a premium to our estimated industry average of ~$4.50 

given CannTrust’s pharmaceutical-grade quality), the company could still achieve an 

adjusted gross margin of 70% based on Q2/17 production costs. 

CannTrust currently sells more than half of its cannabis production as oil, resulting in 

a higher average selling price per gram produced. Cannabis oils and extracts typically 

sell at 2x to 3x the price of dried bud, resulting in stronger margins driven by product 

mix. We estimate the company could achieve an average selling price of $12.00 per 

gram in 2019, based on 60% proportional sales of oil versus bud (and even as the 

market shifts to wholesale pricing). Although we currently project that the medical 

market will peak at 70% oil sales, we believe this is a conservative estimate, 

suggesting significant upside if CannTrust can surpass our forecasts. 

Although we are impressed with CannTrust’s operations and believe that greenhouse 

production will be a key driver of cost efficiencies, we do believe that this growing 

methodology comes with some risk. Greenhouse cultivators are typically subject to 

more volatile growing environments, leading to higher risk of crop failure or product 

inconsistency. However, CannTrust employs a team of experienced growers with a 

focus on consistency and pharmaceutical-grade quality, which may provide the 

company with a competitive edge compared to other greenhouse growers. 

Operational performance to date 

Since listing on the Canadian Stock Exchange in August 2017, CannTrust has 

reported just two quarters of full financial and operational results. Although the 

company has relatively modest six-month trailing revenues of ~$7.6 million, we expect 

that upon achieving full production of Phase I of its greenhouse facility, likely in early 

2018, the company’s combined 23,000 kg of capacity could achieve a forward 

revenue run-rate of ~$49 million before the end of FY2018 at projected retail prices 

of $7.50 for bud and $9.50 for oil.  
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Figure 23: CannTrust historical cannabis sold (kg)  

 
Source: Company Reports 

CannTrust reported revenue of $4.5 million in the second quarter of 2017, an 

increase of ~469% compared to the same period last year. The company continued to 

drive significant growth in patient registrations, increasing 117% from May 2017 to 

~32,500 patients in October. Most impressive, in our view, was CannTrust’s 

proportion of oil sales, which represented 52% on a volume basis. We believe this is 

reflective of the early success of the company’s medical strategy and customer 

service. 

With its strong partnerships and focus on the medical market, we believe this will be 

the primary addressable opportunity for CannTrust going forward. We expect that the 

company will emerge as one of the leaders in medical cannabis, achieving 10% 

market share in the longer-term. We believe that pricing should remain high for the 

medical market, as companies will be able to charge a premium for novel extract 

formulations (which we conservatively estimate will represent 70% of the market at 

peak).  

As the recreational market comes on line in the latter half of 2018, we believe the 

company will obtain a modest 1% of the total Canadian market by the end of 2018. 

We forecast peak recreational market share of 2.4% for CannTrust in the longer term, 

as this is not a key focus for the company. 
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Financial projections 

Our financial projections for CannTrust (split between the medical and recreational 

opportunities) are included below. For a summary of the consistent valuation 

approach that we apply to all LPs within our coverage universe, refer to the section 

“Our approach to valuation” in our 5 July 2017 industry update: In a crowding market, 

seek differentiation (page 18), which provides further discussion on our overall 

valuation methodology. 

Pharmaceutical formulations to drive pricing and margins for the medical segment 

CannTrust reported total cannabis sales of ~478 kg in the second quarter for the 

three-month period from April to June 2017. Based on the total number of registered 

patients per Health Canada, we estimate an average patient base of ~200,000 

patients during this time period, resulting in total estimated demand for ~17,000 kg 

of cannabis. This implies a current market share for CannTrust of ~2.8% in Q2 2017.  

We estimate that CannTrust’s existing manufacturing capacity of ~3,000 kg is 

sufficient to supply ~4% of the current medical market. However, this does not include 

an additional 20,000 kg of cultivation as the company completes Phase I of its 

greenhouse facility. Upon full ramp of Phase I, we estimate CannTrust would have the 

capacity to supply ~26% of the medical market based on our 2018 projected full-year 

demand of ~87,000 kg of cannabis. 

As the overall demand for medical cannabis in Canada increases substantially over 

the next few years, we believe that CannTrust’s focus on this segment will allow the 

company to reach peak penetration of 10% into the medical market. Including both 

dried bud and oil, our forecasts for medical cannabis sales (in kg) over the next six 

years are shown below (net of volumes allocated to the recreational opportunity). 

Figure 24: Estimated sales of medical cannabis in kg (FYE Dec 31) – excludes recreational 

 
Source: Company Reports, Canaccord Genuity estimates 

We believe CannTrust will begin to sell dried bud products predominantly wholesale by 

FY2019, following the expected implementation of recreational sales in Canada. The 

company’s current average sales price for dried bud is ~$8.50 per gram; however, 

under a wholesale model, we expect this will decrease to ~$5.50 per gram with the 

potential for further pricing pressure with increasing commoditization. This lower 

pricing is still a premium to our industry average estimate wholesale price of $4.50 

per gram, reflecting CannTrust’s pharmaceutical focus. 
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As the medical industry continues to evolve, we expect oil products to account for a 

greater proportion of total sales. We conservatively estimate that CannTrust will sell 

60% of its product in oil form by FY2019 and reach a peak of 70% by FY2022. As the 

company develops new pharmaceutical formulations of cannabis extracts, we expect 

average pricing to climb higher in coming years, offsetting margin pressure from the 

commoditization of dried bud. We conservatively forecast average pricing for oils to be 

~$12.00 (per gram of dried bud processed) in FY2019, increasing to ~$14.00 per 

gram by FY2023. 

As summarized below, we forecast the company will realize medical cannabis revenue 

of $43.2 million next year (FY2018), growing at a ~41% four-year CAGR to $172.6 

million by FY2022; this does not include any incremental upside from potential 

recreational sales, when and if legalized. We forecast adjusted EBITDA of $6.7 million 

for the medical segment in FY2018, growing at an 87% four-year CAGR to $81.3 

million in FY2022. 

Figure 25: Medical segment: Estimated revenue and EBITDA (FYE Dec 31) – excludes recreational  

 
Source: Company Reports, Canaccord Genuity estimates 

With an expected ~13% decrease to the sales price of dried bud over the next 12 

months, we believe CannTrust’s low-cost greenhouse operations will help protect 

margins as recreational comes on line. More importantly, we expect higher pricing and 

a growing proportion of oils will more than offset margin compression from the 

commoditization of dried bud. CannTrust currently sells over half of its production in 

oil form (as of its most recent quarter); we expect this percentage to increase steadily 

towards 70% by FY2022, and stabilize thereafter.  

We estimate CannTrust will generate adjusted EBITDA margins of 16% from the 

medical segment in FY2018, improving to 47% by FY2022; we expect this margin 

expansion will be driven by the introduction of higher-priced pharmaceutical products 

and formulations over the ensuing period. Nonetheless, we believe there could be 

substantial upside to our forecast if the overall pricing and product mix contribution 

from oil and extract products increases beyond our expectations over the longer term.  
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Recreational estimates 

As discussed in our previous research, we estimate that sales of recreational 

cannabis will commence in Canada by mid-calendar 2018. In the first year of 

recreational sales, we estimate the company will have a total capacity of ~23,000 kg 

as it fully ramps up Phase I of its greenhouse facility. This should be sufficient capacity 

to satisfy our forecast medical and recreational demand for CannTrust until 2020. We 

expect CannTrust will fully ramp up its Phase II expansion by 2019, which should add 

an additional 20,000 kg of production capacity.  

Because of CannTrust’s pharmaceutical focus, we expect that the bulk of the 

company’s production will be dedicated to medical sales. As a result, our forecast 

recreational sales in Canada are modest, reflecting a peak penetration of ~2.4% in 

FY2023. Net of the volumes allocated to the medical segment (above), we estimate 

that CannTrust’s planned 43,000 kg capacity could nonetheless supply 3% to 4% of 

peak recreational demand.  

As illustrated below, if recreational marijuana is legalized and implemented along our 

expected timelines, we believe that CannTrust could commence recreational sales in 

the second half of FY2018. We forecast sales volumes of ~4,100 kg during the first 

full year of the rec market (FY2019), growing at a 36% three-year CAGR to ~10,200 kg 

by FY2022. 

Figure 26: Estimated sales of recreational cannabis in kg (FYE Dec 31) – excludes medical 

 
Source: Company Reports, Canaccord Genuity estimates 

 

Using the same assumptions as our medical forecasts around pricing and 

retail/wholesale timing, applied against the above estimated recreational volumes, we 

believe CannTrust will achieve ~$29.2 million in recreational revenue in its first full 

year (FY2019). To remain conservative, we assume a larger percentage of dried bud 

sales (vs. oils) into the rec market. We forecast rec sales could grow at a 46% three-

year CAGR to $90.5 million by FY2022 when running at CannTrust’s full planned 

capacity. This equates to rec segment EBITDA of ~$2.6 million in FY2019, increasing 

at a ~147% three-year CAGR to $38.9 million by FY2022. 
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Figure 27: Recreational: Estimated revenue and EBITDA (FYE Dec 31) – excludes medical 

 
Source: Company Reports, Canaccord Genuity estimates 

 

Consolidated medical and recreational estimates 

Our combined revenue and EBITDA estimates for the medical market and recreational 

opportunity (unadjusted for higher risk) are provided below. We estimate that 

CannTrust will sell ~2,300 kg of cannabis in FY2017, resulting in $20.8 million of 

revenue and a ($4.1 million) EBITDA loss. We forecast that consolidated cannabis 

sales will grow to ~26,000 kg in FY2022 (a 52% five-year CAGR), representing 

revenues of $265.6 million (52% CAGR) and EBITDA of $120.2 million (108% CAGR). 

Figure 28: Combined medical and recreational estimates: Revenue and EBITDA (FYE Dec 31) 

 
Source: Company Reports, Canaccord Genuity estimates 
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Valuation 

Medical segment provides a valuation floor for the stock 

We value the existing medical cannabis segment using a discounted cash flow 

valuation. We believe the medical market will continue to experience relatively high 

growth over the coming years and, with a regulatory framework already in place, we 

believe the risks associated with our medical forecasts above are modest relative to 

the potential upside from the recreational market. Nonetheless, we do believe there 

exists significant execution risk associated with the pharmaceutical development. 

Our DCF utilizes a discount rate of 14.0% (below our discount rate for other medically-

focused LPs due to the recent receipt of a growing license at the Fenwick greenhouse, 

a well-articulated pharmaceutical strategy, and its partnership with Apotex) and a 

terminal growth rate of 2.0%. We estimate the value of the medical segment to be 

$5.57 per share (Figure 29), which provides a substantial valuation floor to support 

the stock.  

Figure 29: CannTrust: Discounted cash flow valuation – medical segment 

 
Source: Company Reports, Canaccord Genuity estimates 

Valuing the recreational opportunity 

Due to the inherent riskier nature of the recreational opportunity in Canada, we have 

valued this segment of the business using a probability-weighted NPV approach 

(Figure 30). Many of the assumptions are the same as our DCF valuation of the 

medical segment, but discounted at a higher discount rate and probability-weighted to 

account for greater uncertainty over the size, timing and eventual landscape of the 

Canadian recreational marijuana market. 

Our probability-weighted NPV assumes that recreational sales will begin to ramp in 

FY2018, and reach full potential by FY2022. Due to the increased uncertainty around 

timing, regulation, pricing, and distribution, we utilize a discount rate of 16% 

(consistent with our valuation of other LPs) when calculating the present value of the 

cash flows that pertain to recreational market sales. In addition, we have assumed an 

90% likelihood that the recreational market will become legalized, consistent with our 

valuations of other LPs. 

Fiscal Year Ended Dec 31

(C$ 000s) 2017E 2018E 2019E… 2024E 2025E 2026E Term. Value

Revenue $20,761 $44,090 $70,169 $220,440 $249,349 $279,201 $284,785

% growth 112% 59% 10% 13% 12%

Adj. EBITDA (4,145)             6,718              14,944            117,326          140,672          163,649          $166,922

Cash Taxes -                   -                   (23,077)           (28,501)           (33,891)           

Working Capital (3,114)             (3,499)             (3,912)             (2,980)             (4,336)             (4,478)             

Capital Expenditures (27,500)           (17,000)           (2,000)             (2,000)             (2,000)             (2,000)             

Free Cash Flow (34,759)           (13,782)           9,032              89,269            105,835          123,280          

Terminal Value 1,110,037      

Total Cash Flow (34,759)           (13,782)           9,032              89,269            105,835          123,280          1,110,037      

Discounted Cash Flow ($32,555) ($11,323) $6,509 $33,413 $34,749 $35,506 $319,699

Enterprise Value $485,747

Net Debt ($20,243)

Equity Value $505,989

# of Share - FD 90,833                 

Value per share C$5.57
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Figure 30: CannTrust: Probability weighted NPV – recreational opportunity  

 
Source: Company Reports, Canaccord Genuity estimates 

Based on our 16% discount rate, and our 90% risk adjustment, we believe the current 

value of CannTrust’s recreational opportunity is ~$1.78 per share.  

Using a sum-of-the-parts, we arrive at a valuation of $7.35 per share for the entire 

business. Based on this analysis, we are initiating coverage of CannTrust with a 

SPECULATIVE BUY rating and a C$7.25 target. Our target represents a forecast 

annualized return of 62%. 

Figure 31: Sum-of-the-parts valuation 

 
Source: Company Reports, Canaccord Genuity estimates 

If we de-risk our medical and recreational valuations (assuming 100% likelihood of 

success and a consistent 10% WACC), but use the same market penetration and cash 

flow estimates, our SOTP valuation increases to $14.36 per share. This bull case 

scenario represents an un-risked valuation if the medical and rec opportunities unfold 

as expected.  

Conversely, in a bear case, where CannTrust is unable to secure funding for its Phase 

II expansion, we believe that the company will produce sufficient cannabis to supply 

the medical market only (but achieve our forecast 10% peak medical penetration). In 

this downside scenario, we value CannTrust at $5.49 per share, providing a relatively 

high valuation floor for the stock. 

Fiscal Year Ended Dec 31

2017E 2018E 2019E… 2024E 2025E 2026E TV

Total Market for Recreational Marijuana (Kg) 204,011        409,401        502,050        506,558        509,234        

  Ramp-up % 50% 100% 100% 100% 100%

Recreational Sales in KG 1,020            4,094            12,049          12,157          12,222          

Market Share 0.5% 1.0% 2.4% 2.4% 2.4%

Net-Present Value

Recreational Sales $ -$              6,018$          29,170$        115,927$     118,074$     119,857$     

Recreational Adj. EBITDA (335)              2,589            58,393          62,019          64,944          66,893          

Less:

Cash Taxes -                  -                  -                  (11,148)          (12,128)          (12,949)          

Capex (3,000)            (3,000)            (1,000)            (1,000)            (1,000)            

Working Capital (4,375)            (1,151)            (322)               (267)               

Cash Flow Adjustments (3,000)            (7,375)            (13,299)          (13,450)          (14,217)          (13,949)          

Terminal Value FCF 52,944           

Free Cash Flow -                 (3,335)           (4,786)           45,094          48,570          50,728          378,169        

Discounted FCF 16% $191,902

Probability of Legalization 90% 172,711        

Discount Probability Adjusted FCF

# of Common Shares o/s -FD 90,833           

Value of Recreational Opportunity per share 1.78$            

Segment Methodology $ per share

Medical DCF 5.57$         

Recreational p.NPV 1.78$         

Total 7.35$         

CannTrust Holdings Inc.
Initiation of Coverage

Speculative Buy  Target Price C$7.25  | 18 October 2017 Canadian Cannabis 28



29 

 

Figure 32: De-risked valuation  Figure 33: Downside scenario analysis 

 

 

 
Source: Company Reports, Canaccord Genuity estimates  Source: Company Reports, Canaccord Genuity estimates 

Sensitivity analysis 

We have conducted a sensitivity analysis by flexing variables in our medical model. 

Medical market share (10% in our base case scenario) and medical WACC (14% in our 

base case) are two key assumptions that have a significant impact on our valuation. 

Based on medical WACCs ranging from 12% to 16% and medical market share 

assumptions from 7.5% to 12.5%, we see a valuation range of ~$5.00 to $11.00 for 

CannTrust. 

Figure 34: Sensitivity analysis - medical market penetration vs. medical WACC 

 

Source: Company Reports, Canaccord Genuity estimates 

Comparable company analysis 

We believe that our proprietary ‘Funded Capacity’ analysis provides a reasonable 

measure for comparison of Canadian licensed producers. This analysis considers 

longer-term expansion plans, as well as the company’s ability to fund this capacity 

growth. Our Funded Capacity analysis is consistent with our previous LP cannabis 

company initiation reports.  

Figure 35: Funded Capacity valuation analysis 

 
Source: Company Reports, Canaccord Genuity estimates 

We note that CannTrust currently trades at 12.4x its funded capacity, a modest 

premium to peers at 7.7x. We believe that an even higher premium could be justified 

given the company’s industry-leading patient growth rate and 32,500 registered 

Segment Methodology $ per share

Medical DCF 10.08$         

Recreational p.NPV 4.28$           

Total 14.36$         

Segment Methodology $ per share

Medical DCF 5.49$         

Recreational p.NPV -$            

Total 5.49$         

C$7.33 5% 7.5% 10% 12.5% 15%

11% 6.18$      8.25$      10.33$    12.41$    14.49$    

12% 5.56$      7.33$      9.11$      10.90$    12.68$    

13% 5.05$      6.59$      8.13$      9.68$      11.23$    

14% 4.64$      5.98$      7.35$      8.68$      10.04$    

15% 4.29$      5.48$      6.67$      7.86$      9.05$      

16% 4.00$      5.05$      6.11$      7.16$      8.22$      

17% 3.75$      4.69$      5.63$      6.57$      7.52$      

Medical Market Share

M
e

d
ic
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W
A
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C

Company Ticker Share Market Estimated Funded Market Cap/

Price ($) Cap ($M) Capacity (kg) Funded Capacity (x)

Canopy Growth WEED 12.52 2,287$       180,000                 12.7x

OrganiGram Holdings OGI 2.79 319$          46,000                    6.9x

Hydropothecary Corporation THCX 1.97 185$          30,000                    6.2x

Cronos Group Inc. MJN 3.31 606$          55,000                    11.0x

Invictus MD IMH 1.31 109$          17,000                    6.4x

Average 7.7x

CannTrust Holdings TRST 4.49 408$         33,000                  12.4x
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patient base. Further, we believe that CannTrust’s focus on the medical market will 

lead to greater pricing power and will continue to generate strong margins in the face 

of expected product commoditization. 

Although CannTrust’s 20,000 kg Phase I greenhouse expansion is fully funded, the 

company has not yet secured financing for the 20,000 kg Phase II retrofit. However, 

we believe there is a strong likelihood Phase II could be funded (at least, in part) 

through debt (including mortgage financing). As such, we have assumed that 

CannTrust can readily finance half of the Phase II construction and have therefore 

included an additional 10,000 kg from Phase II in our Funded Capacity estimate. If 

CannTrust’s Phase II construction were fully funded, we estimate the company would 

trade at a funded capacity multiple of 9.5x. 

We have also evaluated the Canadian LPs in our coverage universe based on 

EV/EBITDA and EV/Revenue. Because of the high growth profile for the Canadian 

cannabis industry as a whole, we believe that a comparables analysis based on these 

metrics is less relevant. And, although we use EV/EBITDA and EV/Revenue multiples 

with caution, we note that CannTrust also trades at a premium to peers with a two-

year forward EV/EBITDA of 19.9x and a two-year forward EV/Revenue of 3.9x.  

Figure 36: Comparables table for Canadian LPs 

 
Source: Company Reports, Canaccord Genuity estimates 

  

Company Ticker Share Market Net EV/EBITDA

Price ($) Cap ($M) Debt CY FWD1 FWD2 CY FWD1 FWD2

Canopy Growth WEED 12.52 2,287$       (121)$                      N/A 137.9x 15.4x 54.3x 18.1x 4.4x

OrganiGram Holdings OGI 2.79 319$          (59)$                        N/A 21.3x 5.1x 36.0x 7.2x 1.9x

Hydropothecary Corporation THCX 1.97 185$          (33)$                        N/A 18.4x 8.8x 21.0x 5.1x 2.7x

Cronos Group Inc. MJN 3.31 606$          (26)$                        N/A 44.7x 11.0x 63.3x 13.0x 3.7x

Invictus MD IMH 1.31 109$          (32)$                        N/A 11.9x 4.4x 23.9x 3.0x 1.5x

Average 7.8x 2.6x

CannTrust Holdings TRST 4.49 408$         (20)$                       N/A 56.3x 19.9x 18.7x 7.7x 3.9x

EV/Revenue
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Selected management and director bios 

Eric Paul | Chief Executive Officer and Director 

Eric Paul is a pharmacist with over 40 years of experience in the healthcare industry 

as a senior business executive. He served as CEO, President, and principal in multiple 

Canadian corporations including one of Canada’s largest retailers, a national mail 

order pharmacy, and a medical equipment manufacturer.  

Ian Abramowitz | Chief Financial Officer 

Ian Abramowitz holds a CPA designation and has over 35 years of financial experience 

in Canada, the USA, and South Africa. He has operational experience in consumer-

packaged goods, logistics, and real estate and earned a B.Acc degree from the 

University of the Witwatersrand, South Africa.  

Brad Rogers | President and Chief Operating Officer, CannTrust Opco 

Brad Rogers was a co-founder and Chief Operating Officer of Mettrum Ltd. (now 

owned by Canopy Growth Corp) from January 2013 to December 2015. He led 

Mettrum Ltd. through the public listing process, the licensing of three facilities, and 

multiple rounds of financing. He held the role of VP Product for Mood Media from 

1996 to 2012. He earned his MBA from the Ivey Business School.  

Mark Litwin | Chairman 

Mark Litwin is the President of Gencan Capital Inc, listed on the Canadian Securities 

Exchange. Mark was previously President and a Director of Gencan’s predecessor 

corporations, listed on the TSXV and TSX. He has held the position of President and 

Director of multiple other public companies. He has significant experience in the real 

estate industry and holds B.Econ and MBA degrees from York University.   

Aubrey Dan | Director 

Aubrey Dan has held the role of President of Dancap Family Investment Office since 

2000 and founded Dancap Private Equity, a private equity firm that invests in mid-

market Canadian businesses. He also served as Director of Sales at Novopharm 

Limited, one of Canada’s largest generic drug companies, from 1984 to 1992 and 

President of Wampole Canada Inc. a manufacturer of herbs and vitamins from July 

1995 to June 2000. 
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Industry risks 

 Facility expansion risks –LPs could experience challenges implementing growth 

strategies and delays in implementing facility expansion plans. Additionally, 

companies may not achieve projected funded production capacity and therefore 

may not meet revenue estimates. 

 Cultivation risks –Although greenhouse grow aids in low-cost production, it could 

pose some risk to the consistency and quality of the cannabis produced. 

Additionally, it is possible that the company could lose portions, or its entire crop, 

to pests or other environmental factors.  

 Competition risk – LPs may not be able to capture enough market share as there 

are existing large players in the medical cannabis market with established 

facilities and greater growing capacity, as well as new entrants into the market. As 

the industry begins to shift towards a wholesale model, LPs may experience 

pricing pressure, which may erode margins.  

 Financial risk – LPs are pursuing aggressive growth plans that require substantial 

funding. If debt and equity markets are closed, LPs may experience a funding gap, 

which would delay expansion plans and revenue estimates.  

 Pricing risk – Companies may not achieve the premium pricing that we forecast 

and therefore would not meet our revenue forecasts.  
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Figure 37: CannTrust: Forecast P&L (FYE Dec 31) 

 
Source: Company Reports, Canaccord Genuity estimates 

 

 

Fiscal Year End - Dec 31 (C$'000s) 2016A 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E

Total Revenue 4,382$              20,761$            50,108$            99,339$            151,652$             205,515$         265,622$         308,828$         336,367$         367,424$         399,058$         

Revenue growth % 374% 141% 98% 53% 36% 29% 16% 9% 9% 9%

Cost of goods sold 11,162               13,986               22,680               40,083               41,708                   43,214               41,812               46,199               49,647               53,324               56,931               

Amortization -                      -                      -                      -                      -                          -                      -                      -                      -                      -                      -                      

FV of change in biological assets (7,766)                -                      -                      -                          -                      -                      -                      -                      -                      -                      

Total Production Costs 11,162$            6,220$              22,680$            40,083$            41,708$                43,214$            41,812$            46,199$            49,647$            53,324$            56,931$            

Gross Margin (6,780)$             14,540$            27,428$            59,255$            109,944$             162,301$         223,810$         262,629$         286,720$         314,100$         342,128$         

Adjusted Gross Margin (6,780)$             6,775$              27,428$            59,255$            109,944$             162,301$         223,810$         262,629$         286,720$         314,100$         342,128$         

Adj. GM% 33% 55% 60% 72% 79% 84% 85% 85% 85% 86%

  General & Administrative 3,886$               3,258$               7,015$               13,907$             24,264$                 32,882$             37,187$             37,059$             37,000$             36,742$             35,915$             

  Share-based payments 72                       1,969                 4,510                 8,940                 13,649                   18,496               23,906               24,706               23,546               23,883               23,943               

  Sales & Marketing & Promotion -                      3,404                 7,015                 12,914               16,682                   20,552               26,562               27,253               26,909               28,147               29,133               

  Research and Development -                      -                      1,503                 3,974                 6,066                     10,276               13,281               15,441               16,818               17,124               18,557               

  Amortization 617                     1,027                 3,916                 5,025                 5,247                     5,187                 5,316                 5,344                 5,248                 5,025                 4,835                 

Salary and Benefits -                      4,258                 5,512                 10,927               15,165                   20,552               26,562               27,795               30,273               29,394               29,929               

Other operating costs -                      75                       -                      -                      -                          -                      -                      -                      -                      -                      -                      

Income (loss) from operations (1,794)$             550$                 (2,043)$             3,568$              28,871$                54,357$            90,995$            125,030$         146,925$         173,784$         199,815$         

Adjusted EBITDA (10,666)$           (4,145)$             6,383$              17,533$            47,767$                78,040$            120,217$         155,080$         175,719$         202,692$         228,593$         

Adj. EBITDA % -243% -20% 12.7% 17.6% 31.5% 38.0% 45.3% 50.2% 52.2% 55.2% 57.3%

  Finance Costs 1,829                 1,158                 2,300                 2,300                 2,300                     2,300                 2,300                 2,300                 2,300                 2,300                 2,300                 

  Other 9,523                 2,020                 -                      -                      -                          -                      -                      -                      -                      -                      -                      

EBT (13,620)$           (2,628)$             (4,343)$             1,268$              26,571$                52,057$            88,695$            122,730$         144,625$         171,484$         197,515$         

Income tax expense -                      -                      -                      -                      3,908                     12,342               20,998               29,033               34,225               40,629               46,841               

Net Income from continuing ops (12,815)$           (2,628)$             (4,343)$             1,268$              22,663$                39,715$            67,697$            93,697$            110,400$         130,855$         150,674$         

EPS - Basic (0.18)$                (0.03)$                (0.06)$                0.02$                 0.29$                     0.50$                 0.86$                 1.19$                 1.40$                 1.66$                 1.91$                 

EPS -FD (0.18)$                (0.03)$                (0.05)$                0.01$                 0.25$                     0.43$                 0.74$                 1.03$                 1.21$                 1.43$                 1.65$                 

# of shares outstanding - Basic 71,393              78,812              78,812              78,812              78,812                  78,812              78,812              78,812              78,812              78,812              78,812              

# of share outstanding - FD 71,393              91,333              91,333              91,333              91,333                  91,333              91,333              91,333              91,333              91,333              91,333              
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Figure 38: CannTrust: Forecast balance sheet (FYE Dec 31) 

 
Source: Company Reports, Canaccord Genuity estimates 

 

 

 

Fiscal Year End - Dec 31 (C$'000s) 2016A 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E

Assets

Cash and Cash Equivalents 4,895 17,119 10,107 10,176 38,966 90,151 173,834 284,874 413,844 563,232 732,238

Accounts Receivable 140                  3,460 8,351 16,556 25,275 34,253 44,270 51,471 56,061 61,237 66,510

Inventory 3,675 1,728 4,725 8,351 8,689 9,003 8,711 9,625 10,343 11,109 11,861

Biological Assets 2,320 346 945 1,670 1,738 1,801 1,742 1,925 2,069 2,222 2,372

Other 595                  208                  441                  702                  1,034              1,403              1,751              2,006              2,204              2,493              2,792             

Current Assets 11,625           22,860           24,569           37,455           75,703           136,610         230,308         349,901         484,521         640,294         815,772        

Property, Plant and Equipment, net 5,209 31,682 48,237 49,688 50,108 49,568 49,063 48,592 48,153 47,743 47,360

Intangible Assets 19                    -                   -                   -                   -                   -                   -                   -                   -                   -                   -                  

Goodwill & Other 25                    -                   -                   -                   -                   -                   -                   -                   -                   -                   -                  

Total Assets 16,879           54,542           72,805           87,142           125,811         186,178         279,371         398,493         532,674         688,036         863,132        

Liabilities

Accounts Payable & Accrued Liabilities 2,571 1,856 5,152 9,481 12,038 14,393 16,183 16,902 17,138 17,762 18,240

Current portion of long-term debt 1,000              -                   -                   -                   -                   -                   -                   -                   -                   -                   -                  

Other current liabilites -                   -                   -                   -                   -                   -                   -                   -                   -                   -                   -                  

Current Liabilities 3,571 1,856 5,152 9,481 12,038 14,393 16,183 16,902 17,138 17,762 18,240

Long-Term Debt -                   -                   15,000            15,000            15,000            15,000            15,000            15,000            15,000            15,000            15,000           

Mortgage -                   10,000            10,000            10,000            10,000            10,000            10,000            10,000            10,000            10,000            10,000           

Other long-term liabilites 2,839              4,685              4,485              4,285              4,085              3,885              3,685              3,685              3,685              3,685              3,685             

Total Liabilities 6,410 16,541 34,637 38,766 41,123 43,278 44,868 45,587 45,823 46,447 46,925

Shareholder's Equity

Share Capital 56,944 87,128 91,637 100,578 114,226 132,723 156,629 181,335 204,881 228,763 252,707

Reserve - share based compensation -                   -                   -                   -                   -                   -                   -                   -                   -                   -                   -                  

Deficit (46,475) (49,127) (53,469) (52,201) (29,538) 10,177 77,874 171,571 281,971 412,826 563,500

Total Shareholder's Equity 10,468 38,001 38,168 48,376 84,688 142,900 234,503 352,906 486,851 641,589 816,207

Total Liabilities and Shareholder's Equity 16,879 54,542 72,805 87,142 125,811 186,178 279,371 398,493 532,674 688,036 863,132
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Figure 39: CannTrust: Forecast statement of cash flows (FYE Dec 31)   

 
Source: Company Reports, Canaccord Genuity estimates 

 

 

 

Fiscal Year End - Dec 31 (C$'000s) 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E

OPERATING ACTIVITIES

Net profit (loss) for the period (2,628) (4,343) 1,268 22,663 39,715 67,697 93,697 110,400 130,855 150,674

Adjustments for non-cash items

  Unrealized gain for FV changes 7,766 -               -               -               -               -               -               -               -               -                

  Depreciation 1,027 3,916 5,025 5,247 5,187 5,316 5,344 5,248 5,025 4,835

  Share based payments 1,969 4,510 8,940 13,649 18,496 23,906 24,706 23,546 23,883 23,943

  Other (670) (470) (1,475) (1,668) (1,646) (1,812) (1,873) (1,809) (1,615) (1,452)

Changes in working capital 230 (5,425) (8,489) (6,900) (7,367) (8,225) (7,834) (5,415) (5,760) (5,994)

Cash from Operations 7,694 (1,812) 5,269 32,991 54,385 86,883 114,040 131,970 152,388 172,006

FINANCING ACTIVITIES

Shares issued for cash 21,184        -               -               -               -               -               -               -               -               -                

Proceeds (repayment) of debt 9,000           15,000        -               -               -               -               -               -               -               -                

Other 1,846           (200)             (200)             (200)             (200)             (200)             -               -               -               -                

Cash from Financing 32,030       14,800       (200)            (200)            (200)            (200)            -              -              -              -               

INVESTING ACTIVITIES

Purchase of PP&E (27,500)       (20,000)       (5,000)          (4,000)          (3,000)          (3,000)          (3,000)          (3,000)          (3,000)          (3,000)          

Cash from Investing (27,500) (20,000) (5,000) (4,000) (3,000) (3,000) (3,000) (3,000) (3,000) (3,000)

Increase in cash and cash equivalents 12,224 (7,012) 69 28,791 51,185 83,683 111,040 128,970 149,388 169,006
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Investment Recommendation
Date and time of first dissemination: October 18, 2017, 01:28 ET
Date and time of production: October 18, 2017, 01:28 ET
Target Price / Valuation Methodology:
CannTrust Holdings Inc. - TRST
We value CannTrust using a sum-of-the-parts analysis; the Canadian medical market is based on a DCF model (14% WACC, 2.0%
terminal growth), and the higher-risk Canadian rec opportunity using probability-weighted NPVs (16% WACC, 90% success).
Risks to achieving Target Price / Valuation:
CannTrust Holdings Inc. - TRST

Greenhouse cultivation can come with increased risk of disease pressure
CannTrust is currently expanding and retrofitting a ~430,000 sq. ft. greenhouse facility to produce an expected 40,000 kg of cannabis
annually. The retrofit will be completed in two phases (complete in late-2017 and late-2018) capable of producing 20,000 kg each at
much lower costs compared to indoor grow. Although the company employs very experienced growers and stringent operating protocols,
we believe that greenhouses present much higher disease risk for a cannabis crop. Further, given the scale of the new facility, we believe
that there could be significant challenges in ramping production to full capacity.

Funding gap for Phase II expansion
Phase I of CannTrust’s new greenhouse retrofit is expected to cost ~$18 million, which we believe is fully funded from the company’s
balance sheet. However, Phase II of this expansion has a forecast budget of ~$15 million, which is not yet funded. Although we believe
that the company will have access to debt financing (for at least a portion of the Phase II construction), we see a potential funding gap if
the equity markets are closed to the company.

Significant development risk for new cannabis drug formulations
CannTrust has partnered with private generic pharmaceutical company Apotex for the development of novel formulations of cannabis
extracts. Apotex has extensive experience in the area, having successfully formulated hundreds of generic products. While we believe
that Apotex is likely an ideal partner for formulation development, we nonetheless see substantial risk in trying to overcome some of the
key challenges to the delivery of cannabinoids.

The wheels of government turn slowly
CannTrust has recently received Health Canada approval to cultivate cannabis in its Fenwick, Ontario greenhouse facility. Although the
company has substantial institutionalized expertise in building and operating a cannabis growing operation, a greenhouse build can
present new risks. Further, while it is generally assumed that existing producers will receive preferential treatment from Health Canada, a
backlog at the regulator could slow the Phase II licensing process.
Facility expansion risks – CannTrust could experience challenges implementing growth strategies and delays in developing Phase I
of its Greenhouse Facility to achieve its ~250,000 sq. ft. expansion plan by fall of 2017. Additionally, the company may not achieve its
projected funded production capacity and therefore may not meet our revenue estimates.
Cultivation risks – CannTrust plans to operate a Greenhouse Facility which will account for the bulk of their production. Although
greenhouse grow aids in low cost production, it could pose some risk to the consistency and quality of the cannabis produced.
Additionally, it is possible that the company could lose portions, or its entire crop, to pests or other environmental factors.
Competition risk – The company may not be able to capture enough market share as there are existing large players in the medical
cannabis market with established facilities and greater growing capacity as well as new entrants into the market. As more competition
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comes into the market and the industry begins to normalize, inability to obtain sufficient market share may erode economies of scale
and put pressure on margins.
Financial risk – The company may not be able to secure debt financing required to fund Phase II of its Greenhouse Facility, which would
delay future expansion plans and our revenue estimates. The company may need to look to alternative sources of financing which may
further dilute existing equity.

Distribution of Ratings:
Global Stock Ratings (as of 10/18/17)
Rating Coverage Universe IB Clients

# % %
Buy 562 60.95% 39.32%
Hold 251 27.22% 23.51%
Sell 22 2.39% 18.18%
Speculative Buy 87 9.44% 68.97%

922* 100.0%
*Total includes stocks that are Under Review

Canaccord Genuity Ratings System
BUY: The stock is expected to generate risk-adjusted returns of over 10% during the next 12 months.

HOLD: The stock is expected to generate risk-adjusted returns of 0-10% during the next 12 months.

SELL: The stock is expected to generate negative risk-adjusted returns during the next 12 months.

NOT RATED: Canaccord Genuity does not provide research coverage of the relevant issuer.
“Risk-adjusted return” refers to the expected return in relation to the amount of risk associated with the designated investment or the
relevant issuer.
Risk Qualifier
SPECULATIVE: Stocks bear significantly higher risk that typically cannot be valued by normal fundamental criteria. Investments in the
stock may result in material loss.

12-Month Recommendation History (as of date same as the Global Stock Ratings table)
A list of all the recommendations on any issuer under coverage that was disseminated during the preceding 12-month period
may be obtained at the following website (provided as a hyperlink if this report is being read electronically) http://disclosures-
mar.canaccordgenuity.com/EN/Pages/default.aspx

Required Company-Specific Disclosures (as of date of this publication)
CannTrust Holdings Inc. currently is, or in the past 12 months was, a client of Canaccord Genuity or its affiliated companies. During this
period, Canaccord Genuity or its affiliated companies provided investment banking services to CannTrust Holdings Inc..
In the past 12 months, Canaccord Genuity or its affiliated companies have received compensation for Investment Banking services from
CannTrust Holdings Inc. .
Canaccord Genuity or one or more of its affiliated companies intend to seek or expect to receive compensation for Investment Banking
services from CannTrust Holdings Inc. in the next three months.
An analyst has visited the material operations of CannTrust Holdings Inc.. No payment was received for the related travel costs.
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CannTrust Holdings Inc. Rating History as of 10/17/2017CannTrust Holdings Inc. Rating History as of 10/17/2017

Closing Price Target Price

Buy (B); Speculative Buy (SB); Sell (S); Hold (H); Suspended (SU); Under Review (UR); Restricted (RE); Not Rated (NR)

Online Disclosures
Up-to-date disclosures may be obtained at the following website (provided as a hyperlink if this report is being read electronically)
http://disclosures.canaccordgenuity.com/EN/Pages/default.aspx; or by sending a request to Canaccord Genuity Corp. Research, Attn:
Disclosures, P.O. Box 10337 Pacific Centre, 2200-609 Granville Street, Vancouver, BC, Canada V7Y 1H2; or by sending a request
by email to disclosures@canaccordgenuity.com. The reader may also obtain a copy of Canaccord Genuity’s policies and procedures
regarding the dissemination of research by following the steps outlined above.
General Disclaimers
See “Required Company-Specific Disclosures” above for any of the following disclosures required as to companies referred to in this
report: manager or co-manager roles; 1% or other ownership; compensation for certain services; types of client relationships; research
analyst conflicts; managed/co-managed public offerings in prior periods; directorships; market making in equity securities and related
derivatives. For reports identified above as compendium reports, the foregoing required company-specific disclosures can be found in
a hyperlink located in the section labeled, “Compendium Reports.” “Canaccord Genuity” is the business name used by certain wholly
owned subsidiaries of Canaccord Genuity Group Inc., including Canaccord Genuity Inc., Canaccord Genuity Limited, Canaccord Genuity
Corp., and Canaccord Genuity (Australia) Limited, an affiliated company that is 50%-owned by Canaccord Genuity Group Inc.
The authoring analysts who are responsible for the preparation of this research are employed by Canaccord Genuity Corp. a Canadian
broker-dealer with principal offices located in Vancouver, Calgary, Toronto, Montreal, or Canaccord Genuity Inc., a US broker-dealer
with principal offices located in New York, Boston, San Francisco and Houston, or Canaccord Genuity Limited., a UK broker-dealer with
principal offices located in London (UK) and Dublin (Ireland), or Canaccord Genuity (Australia) Limited, an Australian broker-dealer with
principal offices located in Sydney and Melbourne.
The authoring analysts who are responsible for the preparation of this research have received (or will receive) compensation based upon
(among other factors) the Investment Banking revenues and general profits of Canaccord Genuity. However, such authoring analysts
have not received, and will not receive, compensation that is directly based upon or linked to one or more specific Investment Banking
activities, or to recommendations contained in the research.
Some regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as
a result of publication or distribution of research. This research has been prepared in accordance with Canaccord Genuity’s policy on
managing conflicts of interest, and information barriers or firewalls have been used where appropriate. Canaccord Genuity’s policy is
available upon request.
The information contained in this research has been compiled by Canaccord Genuity from sources believed to be reliable, but (with the
exception of the information about Canaccord Genuity) no representation or warranty, express or implied, is made by Canaccord Genuity,
its affiliated companies or any other person as to its fairness, accuracy, completeness or correctness. Canaccord Genuity has not
independently verified the facts, assumptions, and estimates contained herein. All estimates, opinions and other information contained
in this research constitute Canaccord Genuity’s judgement as of the date of this research, are subject to change without notice and are
provided in good faith but without legal responsibility or liability.
From time to time, Canaccord Genuity salespeople, traders, and other professionals provide oral or written market commentary or
trading strategies to our clients and our principal trading desk that reflect opinions that are contrary to the opinions expressed in this
research. Canaccord Genuity’s affiliates, principal trading desk, and investing businesses also from time to time make investment
decisions that are inconsistent with the recommendations or views expressed in this research.
This research is provided for information purposes only and does not constitute an offer or solicitation to buy or sell any designated
investments discussed herein in any jurisdiction where such offer or solicitation would be prohibited. As a result, the designated
investments discussed in this research may not be eligible for sale in some jurisdictions. This research is not, and under no
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circumstances should be construed as, a solicitation to act as a securities broker or dealer in any jurisdiction by any person or company
that is not legally permitted to carry on the business of a securities broker or dealer in that jurisdiction. This material is prepared for
general circulation to clients and does not have regard to the investment objectives, financial situation or particular needs of any
particular person. Investors should obtain advice based on their own individual circumstances before making an investment decision.
To the fullest extent permitted by law, none of Canaccord Genuity, its affiliated companies or any other person accepts any liability
whatsoever for any direct or consequential loss arising from or relating to any use of the information contained in this research.
Research Distribution Policy
Canaccord Genuity research is posted on the Canaccord Genuity Research Portal and will be available simultaneously for access by all
of Canaccord Genuity’s customers who are entitled to receive the firm's research. In addition research may be distributed by the firm’s
sales and trading personnel via email, instant message or other electronic means. Customers entitled to receive research may also
receive it via third party vendors. Until such time as research is made available to Canaccord Genuity’s customers as described above,
Authoring Analysts will not discuss the contents of their research with Sales and Trading or Investment Banking employees without prior
compliance consent.
For further information about the proprietary model(s) associated with the covered issuer(s) in this research report, clients should
contact their local sales representative.
Short-Term Trade Ideas
Research Analysts may, from time to time, discuss “short-term trade ideas” in research reports. A short-term trade idea offers a near-
term view on how a security may trade, based on market and trading events or catalysts, and the resulting trading opportunity that may
be available. Any such trading strategies are distinct from and do not affect the analysts' fundamental equity rating for such stocks. A
short-term trade idea may differ from the price targets and recommendations in our published research reports that reflect the research
analyst's views of the longer-term (i.e. one-year or greater) prospects of the subject company, as a result of the differing time horizons,
methodologies and/or other factors. It is possible, for example, that a subject company's common equity that is considered a long-
term ‘Hold' or 'Sell' might present a short-term buying opportunity as a result of temporary selling pressure in the market or for other
reasons described in the research report; conversely, a subject company's stock rated a long-term 'Buy' or “Speculative Buy’ could be
considered susceptible to a downward price correction, or other factors may exist that lead the research analyst to suggest a sale over
the short-term. Short-term trade ideas are not ratings, nor are they part of any ratings system, and the firm does not intend, and does not
undertake any obligation, to maintain or update short-term trade ideas. Short-term trade ideas are not suitable for all investors and are
not tailored to individual investor circumstances and objectives, and investors should make their own independent decisions regarding
any securities or strategies discussed herein. Please contact your salesperson for more information regarding Canaccord Genuity’s
research.
For Canadian Residents:
This research has been approved by Canaccord Genuity Corp., which accepts sole responsibility for this research and its dissemination
in Canada. Canaccord Genuity Corp. is registered and regulated by the Investment Industry Regulatory Organization of Canada (IIROC)
and is a Member of the Canadian Investor Protection Fund. Canadian clients wishing to effect transactions in any designated investment
discussed should do so through a qualified salesperson of Canaccord Genuity Corp. in their particular province or territory.
For United States Persons:
Canaccord Genuity Inc., a US registered broker-dealer, accepts responsibility for this research and its dissemination in the United States.
This research is intended for distribution in the United States only to certain US institutional investors. US clients wishing to effect
transactions in any designated investment discussed should do so through a qualified salesperson of Canaccord Genuity Inc. Analysts
employed outside the US, as specifically indicated elsewhere in this report, are not registered as research analysts with FINRA. These
analysts may not be associated persons of Canaccord Genuity Inc. and therefore may not be subject to the FINRA Rule 2241 and NYSE
Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst
account.
For United Kingdom and European Residents:
This research is distributed in the United Kingdom and elsewhere Europe, as third party research by Canaccord Genuity Limited,
which is authorized and regulated by the Financial Conduct Authority. This research is for distribution only to persons who are Eligible
Counterparties or Professional Clients only and is exempt from the general restrictions in section 21 of the Financial Services and
Markets Act 2000 on the communication of invitations or inducements to engage in investment activity on the grounds that it is being
distributed in the United Kingdom only to persons of a kind described in Article 19(5) (Investment Professionals) and 49(2) (High Net
Worth companies, unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended). It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. This material is not for
distribution in the United Kingdom or elsewhere in Europe to retail clients, as defined under the rules of the Financial Conduct Authority.
For Jersey, Guernsey and Isle of Man Residents:
This research is sent to you by Canaccord Genuity Wealth (International) Limited (CGWI) for information purposes and is not to be
construed as a solicitation or an offer to purchase or sell investments or related financial instruments. This research has been produced
by an affiliate of CGWI for circulation to its institutional clients and also CGWI. Its contents have been approved by CGWI and we are
providing it to you on the basis that we believe it to be of interest to you. This statement should be read in conjunction with your client
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agreement, CGWI's current terms of business and the other disclosures and disclaimers contained within this research. If you are in any
doubt, you should consult your financial adviser.
CGWI is licensed and regulated by the Guernsey Financial Services Commission, the Jersey Financial Services Commission and the Isle
of Man Financial Supervision Commission. CGWI is registered in Guernsey and is a wholly owned subsidiary of Canaccord Genuity Group
Inc.
For Australian Residents:
This research is distributed in Australia by Canaccord Genuity (Australia) Limited ABN 19 075 071 466 holder of AFS Licence No
234666. To the extent that this research contains any advice, this is limited to general advice only. Recipients should take into account
their own personal circumstances before making an investment decision. Clients wishing to effect any transactions in any financial
products discussed in the research should do so through a qualified representative of Canaccord Genuity (Australia) Limited. Canaccord
Genuity Wealth Management is a division of Canaccord Genuity (Australia) Limited.
For Hong Kong Residents:
This research is distributed in Hong Kong by Canaccord Genuity (Hong Kong) Limited which is licensed by the Securities and Futures
Commission. This research is only intended for persons who fall within the definition of professional investor as defined in the Securities
and Futures Ordinance. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. Recipients of
this report can contact Canaccord Genuity (Hong Kong) Limited. (Contact Tel: +852 3919 2561) in respect of any matters arising from, or
in connection with, this research.
Additional information is available on request.
Copyright © Canaccord Genuity Corp. 2017 – Member IIROC/Canadian Investor Protection Fund

Copyright © Canaccord Genuity Limited. 2017 – Member LSE, authorized and regulated by the Financial Conduct Authority.

Copyright © Canaccord Genuity Inc. 2017 – Member FINRA/SIPC

Copyright © Canaccord Genuity (Australia) Limited. 2017 – Participant of ASX Group, Chi-x Australia and of the NSX. Authorized and
regulated by ASIC.

All rights reserved. All material presented in this document, unless specifically indicated otherwise, is under copyright to Canaccord
Genuity Corp., Canaccord Genuity Limited, Canaccord Genuity Inc or Canaccord Genuity Group Inc. None of the material, nor its content,
nor any copy of it, may be altered in any way, or transmitted to or distributed to any other party, without the prior express written
permission of the entities listed above.
None of the material, nor its content, nor any copy of it, may be altered in any way, reproduced, or distributed to any other party
including by way of any form of social media, without the prior express written permission of the entities listed above.
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