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Q1/19 Shows Execution with Strong Outlook for Q2 
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Company Description 

Organigram is Canada's largest 
maritime LP. It is currently in the 
process of expanding its indoor 
cultivation facility to 533,000 sq ft. 

This morning, OGI reported Q1/19 results (ended Nov/18). The stock has 
reacted positively in today's session on what we believe is positive reception 
from the market on the Company's reported revenue growth and gross 
margins. OGI remains one of our top picks in 2019, as we believe the Company 
will be able to execute on its Canadian adult-use market initiatives.  

Net revenues were $12.4 MM, an increase of 287% from the previous quarter 
and consistent with management's previous outlook of Q1/19 revenues 
exceeding the previous fiscal year's total amount ($11.9 MM before sales 
recovery). 

Adj. gross margin of 71%, an increase from 50% in the previous quarter, driven 
by higher sales volumes, higher yields and increasingly lower costs of 
cultivation Q/Q. The Company reported cash cost of cultivation of $0.56, down 
from $0.62 in the previous quarter and a decrease in "all-in" cost of cultivation 
of $0.74 vs. $0.83 in the prior period. Adjusted EBITDA of $5 MM increased 
from $(1.74) MM in the prior period due to the aforementioned increase in 
revenues and gross margin. 

The Company ended the quarter with $96 MM in cash and equivalents and 
approximately 13,600 kg in inventory. 

Figure 1: OGI Q1/19 Summary 

 

Source: Company reports, Eight Capital 

Revising 2019 Outlook on Management Commentary 

OGI expects that its Q2 net revenues will be at least twice that of Q1. We are 
increasing our full year 2019 revenue, gross profit and adj. EBITDA estimates 
to account for the Company's recent performance and management's 
comments. Full details can be found in Figure 2 below. We have also revised 
our CAPEX estimates to reflect an increase in the Phase 4 budget from $110 
MM to $120 - $125 MM. 

 Target Price Methodology & Relative Valuation 

Our target price is based on a 50/50 weighting of 6x 2020E sales of $241 MM 
(from $239 MM) and 18x 2021E EBITDA of $106 MM (from $93 MM). OGI 
currently trades at 3.8x 2020E sales vs. peers at 7.7x and 8.8X 2021E EBITDA 
vs. peers at 15x. 

OGI-T New Last
Rating: -- BUY
Target: -- $12.00
Return to Target: -- 74%
F2021 EBITDA (MM$) $106  $93
Target Multiple: -- 18.0x
F2020 Sales (MM$) $241  $239
Target Multiple: -- 6.0x
Company Data
Last Price: $6.91
52-Week Range (H-L): $8.55 $3.26
FD Market Capitalization (MM$): $1004
Enterprise Value (MM$): $957
Shares Outstanding - Basic (MM): 130
Shares Outstanding - Diluted (MM): 145
Avg Daily Volume (3 Mos) (000s): 992
Cash (MM$):* $94
Cash from Warrants (MM$): $53
Debt (MM$): $99
Working Capital (MM$): $214
Fiscal Year End August
* Eight Capital Estimate
Forecasts (Aug YE) 2017A 2018E 2019E
Blended Price/gram ($/g) 7.84 7.72 5.61
COGS ($/g) 8.11 4.06 1.96
Revenue (MM$) 5.4 12.4 115.0
Adj. EBITDA (MM$) (6.5) (1.8) 46.0
EPS ($/sh) -0.11 0.17 0.34
OP CF (MM$) (6.1) (14.0) (22.2)
CF/share ($/sh) -0.06 -0.11 -0.17
Capex (MM$) (34.3) (56.4) (92.0)
FCF (MM$) (40.4) (70.5) (114.3)
All Figures in C$ Unless Otherwise Noted
Source: FactSet, Company Reports, Eight Capital
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Q/Q Y/Y
Q1/F19A Q4/F18A Growth Q1/F18A Growth

($MM, unless otherwise noted)
Net Revenue $12.4 $3.2 287% $2.4 419%

Adj. Gross Margin $8.8 $1.6 445% $0.6 1383%
Adj. Gross Margin (%) 71% 50% 25%

Adj. EBITDA $5.0 ($1.7) -396% ($1.5) -431%
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Figure 2: OGI Revised Quarterly and Full Year Estimates 

 

Source: Eight Capital estimates 

Inventory Build-Up Centres on Extractable Material 

42% of inventory at quarter-end was material available for extraction. The build-up is due to OGI's smaller scale post-
harvest capabilities in extraction, packaging, excising and labelling. While the inventory build-up limited OGI's net revenues 
this quarter and will likely continue to do so in the near-term, we believe that the significant balance of extractable 
material will serve the Company well in H2/19 as it looks to place derivative products into the market, subject to 
regulations. Similar to how many LPs built up inventory balances ahead of October 17, 2018, we feel that a large quantity 
of extractable material on hand will allow OGI to aggressively place a large amount of derivative products into the market. 
Derivative products are expected to carry a higher margin than the current dried flower and oils available in the market, 
which could result in increased profitability in late 2019 and early 2020. The Company is looking to aggressively increase 
efficiencies in post-harvesting as well as source third party suppliers for extraction capability. 

 

Figure 3: OGI Facilities Overview 

 

Source: Company reports, Eight Capital 

 

Figure 4: OGI Cost of Cultivation per Dried Flower Harvested 

 

Source: Company reports 

  

C$ 000's Q2/19E Q3/19E Q4/19E FY2019E FY2020E
Net Revenue 24,050 35,950 42,525 114,964 204,650

Previous -- -- -- 100,924 203,382
Adj. Gross Margin 15,550 23,150 27,375 74,896 125,750

Previous -- -- -- 51,253 109,882
Adj. Gross Margin % 65% 64% 64% 65% 61%

Previous -- -- -- 51% 54%
Adj. EBITDA 8,335 12,006 14,192 46,089 71,539

Previous -- -- -- 23,902 59,929
Year-end August 31st 

Cultivation Facility Type
Built 

Production 
Area (Sq Ft)

Built 
Capacity 
(kg/year)

Status
Exp. 

Production 
Area (Sq Ft)

Total Area      
(Sq Ft)

Exp. Capacity 
(kg/year)

Exp. 
Completion

Moncton, New Brunswick Indoor 32,000 5,200 Licensed 32,000 5,200 Completed
     Phase 2 Indoor 160,000 16,800 Licensed 160,000 16,800 Completed
     Phase 3 Indoor 40,000 14,000 Licensed 40,000 14,000 Completed
     Phase 4A Indoor Under construction 93,000 93,000 26,000 Apr 2019
     Phase 4B Indoor Under construction 70,000 70,000 27,000 Aug 2019
     Phase 4C Indoor Planning stage 82,000 82,000 24,000 Fall 2019
     Phase 5 Indoor Requires refurbishment 56,000 56,000 TBD TBD

232,000 36,000 301,000 533,000 113,000
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Figure 5: OGI Yields 

 

Source: Company reports 
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Disclosures and Disclaimers 
This research report (as defined in IIROC Rule 3400) is issued and approved for distribution in Canada by Eight Capital, a 
member of the Investment Industry Regulatory Organization of Canada, and the Canadian Investor Protection Fund.  Eight 
Capital accepts responsibility for the dissemination of this report. Non-client recipients of the research report should not 
rely solely on the investment recommendations contained herein and should consult their own professional advisors. Eight 
Capital will not treat any non-client receiving this report as its own. Institutional clients who require additional information 
on securities discussed in this report should contact a qualified sales person at Eight Capital.  
 
Eight Capital accepts no liability whatsoever for any loss arising from any use or reliance on this research report or the 
information contained herein.  
 
This research report is being provided only to institutional clients of Eight Capital and is intended for informational 
purposes only.  This research report is not an offer to sell or the solicitation of an offer to buy any of the securities 
discussed herein. The information contained in this research report is prepared from publicly available information, 
internally developed data and other sources believed to be reliable, but has not been independently verified by Eight 
Capital. Eight Capital makes no representations or warranties with respect to the accuracy, correctness or completeness of 
such information and they should not be relied upon as such.  
 
All estimates, opinions and recommendations expressed herein constitute judgments as of the date of this research report 
and are subject to change without notice. Eight Capital does not accept any obligation to update, modify or amend this 
research report or to otherwise notify a recipient of this research report in the event that any estimates, opinions and 
recommendations contained herein change or subsequently become inaccurate or if this research report is subsequently 
withdrawn.  
 
Past performance is not a guarantee of future results, and no representation or warranty, expressed or implied, is made 
regarding future performance of any security mentioned in this research report. The price of the securities mentioned in 
this research report and the income they generate may fluctuate and/or be adversely affected by market factors or 
exchange rates, and investors may realize losses on investments in such securities, including the loss of investment 
principal. Nothing in this research report constitutes legal, accounting or tax advice. Investors should consult with his or 
her independent legal or tax adviser in this regard.  
 
US Residents: This report is provided to US residents under a chaperoning arrangement pursuant to Rule 15a-6 of the U.S. 
Securities Exchange Act of 1934 (the "Rule"). Eight Capital is a non-U.S. broker-dealer for the purposes of the Rule and is 
not registered with the Financial Industry Regulatory Authority, the Securities and Exchange Commission or any state 
securities regulatory authority. This research report is intended only for persons who are a “major U.S. institutional 
investor” which is defined as a U.S. institutional investor or any other entity which owns or manages at least $100 million 
in financial assets. This research report is not a solicitation to sell the securities discussed herein; however, should you 
choose to make an unsolicited transaction in such securities we may refer you to our chaperone. Please be advised that 
Eight Capital may earn a commission in connection with transactions through our chaperone and, in certain cases, our 
chaperone may give up trading to Eight Capital for execution. 
 
Eight Capital Corp. is a U.S. registered broker-dealer, a member of FINRA and an affiliate of Eight Capital. Eight Capital 
Corp. accepts responsibility for the contents of this research report, subject to the terms and limitations as set out above. 
U.S. residents seeking to effect a transaction in any security discussed herein should contact Eight Capital Corp. directly. 
Research reports published by Eight Capital are intended for distribution in the United States only to Major Institutional 
Investors (as such term is defined in SEC 15a-6 and Section 15 of the Securities Exchange Act of 1934, as amended) and 
are not intended for the use of any person or entity. 
 
Dissemination of Research 
Eight Capital’s Research is distributed electronically through email, website (password protected) or hard copy. 
Dissemination of initial research reports and any subsequent research reports is made simultaneously to a pre-determined 
list of clients of Eight Capital’s Institutional Sales and Trading representatives. 
 
Conflicts of Interest 
Eight Capital has written procedures designed to identify and manage potential conflicts of interest that arise in connection 
with its research and other businesses. The compensation of each Research Analyst/Associate involved in the preparation 
of this research report is based competitively upon several criteria, including performance assessment criteria, the quality 
of research and the value of the services they provide to clients of Eight Capital. The Research Analyst compensation pool 
includes revenues from several sources, including sales, trading and investment banking. Research analysts and associates 
do not receive compensation based upon revenues from specific investment banking transactions.  
 
Eight Capital generally restricts any research analyst/associate and any member of his or her household from executing 
trades in the securities of a company that such research analyst covers, with limited exception.  
Should this research report provide web addresses of, or contain hyperlinks to, third party web sites, Eight Capital has not 
reviewed the contents of such links and takes no responsibility whatsoever for the contents of such web sites. Web 
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addresses and/or hyperlinks are provided solely for the recipient's convenience and information, and the content of third 
party web sites is not in any way incorporated into this research report. Recipients who choose to access such web 
addresses or use such hyperlinks do so at their own risk. 
 
Unless publications are specifically marked as research publications of Eight Capital, the views expressed therein 
(including recommendations) are those of the author and, if applicable, any named issuer or Investment Dealer alone, and 
have not been approved by, nor are they necessarily those of, Eight Capital. Eight Capital expressly disclaims any and all 
liability for the content of any publication that is not expressly marked as a research publication of Eight Capital. 
 
Forward-looking statements are based on current expectations, estimates, forecasts and projections based on beliefs and 
assumptions made by the author. These statements involve risks and uncertainties and are not guarantees of future 
performance or results and no assurance can be given that these estimates and expectations will prove to have been 
correct, and actual outcomes and results may differ materially from what is expressed, implied or projected in such 
forward-looking statements. 
 
Research Analyst Certification 
Each Research Analyst and/or Associate who is involved in the preparation of this research report hereby certifies that:  

• the views and recommendations expressed herein accurately reflect his/her personal views about any and all 
of the securities or issuers that are the subject matter of this research report;  

• his/her compensation is not and will not be directly related to the specific recommendations or views 
expressed by the Research Analyst in this research report;  

• they have not affected a trade in a security of any class of the issuer whether directly or indirectly through 
derivatives within the 30-day period prior to the publication of this research report; 

• they have not distributed or discussed this Research Report to/with the issuer, investment banking at Eight 
Capital or any other third party except for the sole purpose of verifying factual information; and 

• they are unaware of any other potential conflicts of interest. 
 
The Research Analyst involved in the preparation of this research report does not have any authority whatsoever (actual, 
implied or apparent) to act on behalf of any issuer mentioned in this research report. 
 
Informal Comment  
Informal Comments are analysts’ informal comments that are posted on the Eight Capital website. They generally pertain to 
news flow and do not contain any change in analysts' opinion, estimates, rating or target price.  Any rating(s) and target price(s) 
in an Informal Comment are from prior formal published research reports.  A link is provided in any Informal Comment to all 
company specific disclosures and analyst specific disclosures for companies under coverage, as well as general disclosures and 
disclaimers.    
 
Presentations 
Presentations do not include disclosures that are specific to analysts and specific to companies under coverage.  Please refer to 
formal published research reports for company specific disclosures, analyst specific disclosures and valuation methodologies 
used in determining target prices for companies under coverage.  
 
Idea of Interest 
Eight Capital has not initiated formal and continuous coverage of the companies mentioned in these publications, and 
maintain no recommendation, price target or earnings forecast. Statements and analysis in these publications are 
introductory in nature and may be published from time to time based on publicly available information. 
 
IIROC Rule 3400 Disclosures: A link (here) is provided in all research reports delivered by electronic means to disclosures 
required under IIROC Rule 3400, including disclosures for sector research reports covering six or more issuers.  
 
Explanation of Recommendations 
Eight Capital target: Represents the price target as required under IIROC Rule 3400.  Valuation methodologies used in 
determining the price target(s) for the issuer(s) mentioned in this research report are contained in current and/or prior 
research. Eight Capital target N/A: a price target and/or NAV are not available if the analyst deems there are limited 
financial metrics upon which to base a reasonable valuation. 
Recommendations: BUY: Total returns expected to be materially better than the overall market with higher return 
expectations needed for more risky securities. NEUTRAL: Total returns expected to be in line with the overall market. 
SELL: Total returns expected to be materially lower than the overall market. TENDER: The analyst recommends tendering 
shares to a formal tender offer. UNDER REVIEW: The analyst will place the rating and/or target price Under Review when 
there is a significant material event with further information pending; and/or when the analyst determines it is necessary 
to await adequate information that could potentially lead to a re-evaluation of the rating, target price or forecast; and/or 
when coverage of a particular security is transferred from one analyst to another to give the new analyst time to reconfirm 
the rating, target price or forecast. 

https://viiicapital.frontline.ca/PDFs/Disclosures/Disclosures012419.pdf
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SECURITY ABBREVIATIONS: NVS (non-voting shares); RVS (restricted voting shares); RS (restricted shares); SVS 
(subordinate voting shares).  
 
Eight Capital Equity Research Ratings: 

 
 
As at December 31, 2018 
Source: Eight Capital 
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Organigram Holdings Inc.1,7     BUY 

OGI-TSXV  
     
 

    Last: 

      
 

     C$7.09 
January 29, 2019  ▲ Target:   C$10.00 

 

What's Changed Old New

Rating BUY n.c.

Target $8.50 $10.00

Revenue 2018A (mm) $12.4 n.c.

Revenue 2019E (mm) $140.6 $131.7

Revenue 2020E (mm) $225.6 $217.9

EBITDA 2018A (mm) ($6.0) n.c.

EBITDA 2019E (mm) $43.7 $52.0

EBITDA 2020E (mm) $74.8 $90.6

Share Data

Share o/s (mm, basic/f.d.) 129.6 / 164.3

52-week high/low 8.55 / 3.26

Market cap (basic, mm) $919

Market cap (f.d., mm) $1,165

Net cash (mm) $83

Net cash (f.d., mm) $135

EV (f.d., mm) $1,030

Projected return 41.0%

Financial Data

FYE Aug 31 2018A 2019E 2020E

Revenue (mm) $12.4 $131.7 $217.9

EBITDA (mm) ($6.0) $52.0 $90.6

EV/EBITDA nmf 19.8x 11.4x

EPS (f.d.) -$0.18 $0.11 $0.45

P/E nmf 67.4x 15.6x

CFPS -$0.09 $0.58 $0.45

P/CF nmf 12.2x 15.7x

Net debt (mm) ($30.9) ($62.1) ($134.0)

BVPS $1.38 $1.64 $2.25

P/BV 5.1x 4.3x 3.1x
All figures in C$ unless otherwise noted

Future earnings potential backed by strong results 
Organigram reported Q1FY19 results that exceeded expectations. Revenues came in at 

$14.5m, up 350% QoQ, in line with our expectation of $14.8m and above consensus of 

$13.9m. Adjusted EBITDA came in at $5.0m, above our expectation of $2.1m and 

consensus of $0.2m as gross margin benefited from low production costs. 

Industry-leading cultivation costs. OGI continues to improve its cultivation cash costs 

which came in at $0.56/g, down from $0.62/g in the prior quarter. These industry 

leading costs resulted in a sequential improvement in gross margin of 2050bps to 71%. 

Declining costs should continue to flow through the company’s income statement in 

the coming quarters making the EBITDA generation sustainable in our view.  

Increased visibility on OGI’s earnings potential. Organigram reached a milestone 

which several investors had been awaiting long ago. The company generated a clear 

profitable quarter, the first meaningful one in its history. In addition, what’s more 

interesting is that the company’s meaningful profitability appears sustainable. 

Upcoming quarters should benefit from better fixed cost absorption and lower 

production costs, providing increased visibility on OGI’s earnings power.  

Numerous catalysts ahead. The SQDC previously announced that it launched a call for 

tenders to diversify its supplier pool. OGI is applying to be an official supplier to the 

SQDC, which could open the large Quebec market and make OGI’s products available 

everywhere in Canada. Additionally, we expect the company could obtain a bank debt 

facility and a US listing in the near to medium term. Both events would reduce OGI’s 

future cost of capital, a positive for the company’s share price, in our view. 

Forecasts 
Increasing our FY2020 EBITDA by 21%. With cash costs per gram declining further this 

quarter, the upcoming scale benefits and continued discipline on SG&A expense, we 

expect EBITDA margins could maintain or exceed 40% in the coming quarters. Our 

FY2020 EBITDA estimate calls for margins of 42%, up from 33% previously.  

Valuation 
Increasing our target by $1.50 to $10.00. With Organigram transitioning to profitable 

operations we are changing our valuation methodology to incorporate EBITDA and EPS 

multiples. Our target is derived from the average of: (1) a 16x multiple applied to our 

FY2020 EBITDA estimate, (2) a 22x multiple applied to our FY2020 EPS estimate and a 

DCF calculation using a discount rate of 8% (8.5% previously).  

Recommendation 
Maintaining BUY rating. Organigram’s shares trade at a discount of more than 50% to 

senior peers, providing investors with an appealing entry point. We believe that its 

valuation will re-rate as investors get more comfortable with OGI’s earnings potential. 

  
 

Martin Landry, CPA, CA (514) 288-4016   

mlandry@gmpsecurities.com    

Ryan Macdonell (514) 288-4022   

rmacdonell@gmpsecurities.com   

Alain Hazzi (514) 288-4039   (514) 288-2256 
ahazzi@gmpsecurities.com   
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Q1FY19 earnings results 

Figure 1. OGI’s earnings results 

 
Note: Adj. COGS excludes impact of fair value adjustment to biological assets. 

Source: Company reports, GMP Securities 

Revenues in line with expectations. Organigram reported Q1FY19 revenue of $14.5m, including 

excise tax, in line with our expectation of $14.8m and above consensus of $13.9m. Q1FY19 

revenues increased 350% QoQ and were higher than for the full year of FY18. 

Higher than expected recreational selling price. Recreational sales, including excise tax, totaled 

$11.1m in the quarter, in line with our forecasts of $11.2m. Total volume sold came in at 1,763kg 

equivalent, mainly in line with our expectation of 1,867kg. Average selling price in the 

recreational market was $6.30, including excise tax, ahead of our expectation of $6.00. 

EBITDA well ahead of expectations. Adjusted EBITDA came in at $5.0m, an improvement from  

-$1.7m in the prior quarter and well ahead of our expectation of $2.1m and consensus of $0.2m. 

The difference vs our expectation comes from better gross margin (as the company’s low 

production costs of Q3 and Q4 flowed through COGS) and the company’s continued discipline on 

SG&A spend which only increased 23% QoQ to $4.5m, vs our expectation of $8.0m. 

Forecasts 

Little change to our revenue estimates. We make limited changes to our revenue estimates as 

Q1FY19 results were in line with expectations.  

Increasing forecasted EBITDA margins for FY19 and FY20. Following the impressive profitability 

reported by OGI, we are increasing our forecasts for EBITDA margin as we expect the declining 

production costs seen in recent quarters will likely benefit gross margin in future quarters. We 

also bring down our estimates for SG&A to reflect the company’s cost discipline. 

GMP

Year-end Aug-31 (C$) Q1/19A Q4/18A Chg. QoQ Q1/19E Diff 

Average selling price ($/gram) $6.72 $8.05 -17% $6.46 $0.26

# of Grams sold 2,135,304              379,490                  463% 2,296,096            (160,792)          

Gross cannabis revenues 14,344,000            3,053,000              370% 14,832,969         (488,969)          

Less: Excise taxes 2,040,000              -                          nmf

Plus: Non cannabis revenues 135,000                  160,000                  -16%

Total net revenues 12,439,000            3,213,000              287% 14,832,969         nmf

Adj. COGS 3,618,000              1,594,000              127% 5,166,215            (1,548,215)       

Adj. gross profit 8,821,000              1,619,000              445% 9,666,754            1,059,246        

Gross profit margin 70.9% 50.4% 2053bps 65.2% 574bps

Sales & marketing expense 2,357,000              2,088,000              13% 4,272,713            (1,915,713)       

   % of sales 18.9% 65.0% -4604bps 28.8% -986bps

General & administrative expense 2,171,000              1,601,000              36% 3,763,621            (1,592,621)       

   % of sales 17.5% 49.8% -3238bps 25.4% nmf

Stock-based compensation 972,000                  1,172,375              -17% 1,208,626            (236,626)          

Operating Income 3,321,000              (3,242,375)             nmf 421,793               2,899,207        

   margin % 23.2% -106.2% 12936bps 2.8% 2031bps

Net financing costs (income) 3,944,000              3,861,005              2% 1,502,059            2,441,941        

Taxes 12,785,000            5,653,000              -                 -                        12,785,000      

Adj. net income (13,408,000)           (12,756,380)           -5.1% (1,080,265)          (12,327,735)    

Adj. EPS (f.d.) -$0.09 -$0.10 7% -$0.01 -$0.08

Shares outstanding, diluted 151,056,869          133,689,414          13% 143,900,252       7,156,617        

Adjusted EBITDA 4,992,000              (1,686,375)             nmf 2,092,582            2,899,418        
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Expectations for FY20 could be conservative. Organigram expects to bring its entire Phase 4 

expansion online by fall 2019, resulting in an expected production capacity of 113 tonnes. In spite 

of this, our forecasts only call for total sales of 42 tonnes in FY20 which could prove to be 

conservative.   

Figure 2. Summary of changes to our forecast 

 

Source: GMP Securities 

Recommendation 

Maintaining our BUY recommendation. Our positive stance on Organigram stems from the 

following reasons: 

1. Low production costs. Headquartered in Moncton, New Brunswick, Organigram benefits 

from energy, labour and occupancy cost advantages vs. Ontario where the majority of 

licensed producers are located. Organigram’s electricity costs are ~70% cheaper than in 

Ontario, wages are ~5-10% cheaper partly due to an available workforce and low costs of 

living, and occupancy costs are more affordable than Ontario and below national averages. 

2. Significant expansion plans. OGI’s aggregate expansion plans should translate into 

113,000kg of capacity, which we expect to begin planting in October of calendar 2019, and 

positioning the company as one of the industry’s largest producers.  

3. Impressive earnings power. The Phase 4 expansion has substantially magnified OGI’s 

earnings power in our view. Under a scenario where all 113,000kg are sold at an assumed 

average selling price of $6.00/gram, at a 25% margin this could imply potential EBITDA 

generation capability of ~$170m. This is nearly double our current FY20 forecasts. 

4. Agreements to supply recreational products in nine out of 10 provinces. Organigram has 

secured the necessary agreement or MOU to supply its recreational products in every 

province except Quebec, putting its national coverage very close to the largest LPs in the 

industry. In our view, the combination of distribution agreements, ample production capacity 

and low production costs position OGI to succeed in establishing itself as one of the 

dominant players in the Canadian recreational market. 

 

 

 

 

 

 

Year-end Aug-31 (C$, '000) New Old New Old

Total net revenues 131,657 140,634 217,917 225,583

   Average patient count 15,368 16,480 16,005 18,230

   EBITDA 52,002 43,738 90,645 74,849

   EBITDA margin % 39.5% 31.1% 41.6% 33.2%

   EPS (f.d.) $0.11 $0.18 $0.45 $0.38

FY20EFY19E
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Figure 3. OGI DCF valuation 

 
Source: GMP Securities, Company reports 

  

Organigram Holdings Inc., FYE Aug 31 Total
C$ thousands FY2019 FY2020 FY2021 FY2022 FY2023 FY2024 FY2025 FY2026 FY2027 FY2028 FY2029 FY2030
Recreational market    
Estimated addressable market size (kg) 233,333 366,667 466,667 566,667 666,667 766,667 826,667 868,000 911,400 956,970 1,004,819 1,055,059
Organigram's estimated market share 10.0% 10.0% 10.0% 9.80% 9.60% 9.40% 9.20% 9.00% 9.00% 9.00% 9.00% 9.00%
Implied number of kilos sold 23,333        36,667        46,667        55,533        64,000        72,067        76,053        78,120        82,026        86,127        90,434        94,955        
Average price per gram ($/gram) $5.98 $6.06 $6.70 $6.55 $6.25 $6.18 $6.10 $6.10 $6.00 $5.90 $5.80 $5.70
Total revenues recreational market 139,458 222,292 312,667 363,743 400,000 445,012 463,925 476,532 492,156 508,151 524,515 541,245
Medical market   
Number of kilos sold (dried equivalent) 1,493 1,757 1,933 2,126 2,339 2,573 2,830 3,113 3,425 3,767 4,144 4,558
Average price per gram equivalent $8.20 $7.75 $8.50 $8.30 $8.20 $7.95 $7.70 $7.65 $7.40 $7.40 $7.40 $7.15
Total revenues medical market 12,245 13,619 16,431 17,649 19,180 20,455 21,793 23,816 25,342 27,876 30,664 32,590
International/Domestic wholesale sales 2,900 17,550 29,835 44,753 67,129 100,693 130,901 143,991 158,390 174,229 191,652 210,817
Non cannabis revenues 664 1,122 1,245 1,383 1,535 1,703 1,891 2,099 2,330 2,586 2,870 3,186
Less: Canadian excise tax 23,610 36,667 46,667 55,533 64,000 72,067 76,053 78,120 82,026 86,127 90,434 94,955
Total net revenues 131,657 217,917 313,512 371,994 423,843 495,796 542,457 568,318 596,192 626,715 659,268 692,884  
EBITDA margin - recreational  34.0% 33.0% 32.0% 31.0% 30.0% 29.0% 28.5% 28.0% 27.5% 27.0%  
EBITDA margin - medical 37.0% 36.0% 35.0% 34.0% 33.0% 32.0% 31.5% 31.0% 30.5% 30.0%
EBITDA margin - International/domestic wholesale 39.0% 38.0% 37.0% 36.0% 35.0% 34.0% 33.5% 33.0% 32.5% 32.0%
EBITDA 52,002 90,645 108,579 125,525 139,562 159,345 169,936 172,726 178,594 185,028 191,801 198,597
margin 39.5% 41.6% 34.6% 33.7% 32.9% 32.1% 31.3% 30.4% 30.0% 29.5% 29.1% 28.7%
Depreciation & Amortization 7,220 8,748 10,504 10,830 10,950 11,048 11,183 11,286 11,429 11,620 11,704 11,755
Net finance costs & other 12,884 5,652 14,172 15,589 17,148 18,863 20,750 22,825 25,107 27,618 30,380 33,417
EBT 31,897 76,245 83,903 99,106 111,464 129,434 138,004 138,616 142,059 145,790 149,717 153,425
Cash taxes (30%) 17,387 5,861 25,171 29,732 33,439 38,830 41,401 41,585 42,618 43,737 44,915 46,028
NOPAT 27,394 76,036 72,904 84,963 95,173 109,467 117,352 119,856 124,548 129,671 135,182 140,815
+ Depreciation & Amortization 7,220 8,748 10,504 10,830 10,950 11,048 11,183 11,286 11,429 11,620 11,704 11,755
 - Net increase in working capital 13,556 (13,396) (32,734) (10,527) (9,333) (12,952) (8,399) (4,655) (5,017) (5,494) (5,860) (6,051)
 - CAPEX (82,091) (20,000) (8,154) (2,987) (2,471) (3,357) (2,574) (3,574) (4,789) (2,108) (1,257) (4,101)
Free cash flow to the firm (33,921) 51,387 42,520 82,280 94,319 104,207 117,562 122,912 126,171 133,689 139,769 142,418

PV factor 0.8264 0.7513 0.7513 0.6830 0.6209 0.5645 0.5132 0.4665 0.4241 0.3855 0.3505 0.3186 0.3186
PV of Free Cash Flows (28,034) 38,608        31,946        56,198        58,565        58,822 60,328 57,340 53,509 51,543 48,988 45,379 533,190

 
Valuation Domestic recreational - Stage 1 key assumptions Domestic recreational - Stage 2 key assumptions

PV of Free cash flow to the firm 533,190 Organigram's market share 9.6% Organigram's market share 9.0%
Terminal value 934,802 Price of dried marijuana ($/gram) $5.50 Price of dried marijuana ($/gram) $4.50
Enterprise value 1,467,992 Price of cannabis oil ($/gram) $8.00 Price of cannabis oil ($/gram) $8.00
Current net debt (net cash) (135,440) % of sales - dried marijuana 70% % of sales - dried marijuana 60%
Equity value (C$, 000s) 1,603,432 % of sales - oils/extracts 30% % of sales - oils/extracts 40%
Shares O/S (fully diluted) 164,331 EBITDA margin 32.0% EBITDA margin 28.0%
Equity value per share 9.76$          

 Domestic Medical - Stage 1 key assumptions Domestic Medical - Stage 2 key assumptions
Terminal Value Growth in grams sold 10% Growth in grams sold 10%

Terminal FCFF 146,690 Price of dried marijuana ($/gram) $7.00 Price of dried marijuana ($/gram) $6.00
Terminal growth rate 3.0% Price of cannabis oil ($/gram) $9.00 Price of cannabis oil ($/gram) $8.00
WACC 8.0% Proportion of sales - dried marijuana 40% Proportion of sales - dried marijuana 30%
WACC - g 5.0% Proportion of sales - oils/extracts 60% Proportion of sales - oils/extracts 70%
TCF/(WACC-g) 2,933,808 EBITDA margin 35.0% EBITDA margin 31.0%
Present value 934,802

International/Domestic  wholesale - Stage 1 International/Domestic  wholesale - Stage 2 
Growth in grams sold 45% Growth in grams sold 10%
Price of dried marijuana ($/gram) Price of dried marijuana ($/gram)

Forecasted Stage 1 Stage 2
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Figure 4. OGI income statement 

 
Source: GMP Securities, Company reports 

 
 
 
 
  

FYE Aug 31 (C$) FY2016A FY2017A FY2018A Q1/FY19A Q2/FY19E Q3/FY19E Q4/FY19E FY2019E FY2020E

Total sales of equivalent dried marijuana (grams) 732,022 902,215 1,463,793 2,135,304 4,817,971 7,493,438 10,959,405 25,406,119 42,324,016

Avg. selling price per equivalent dried gram $8.37 $8.58 $8.06 $6.72 $6.13 $6.03 $5.98 $6.09 $5.99

Gross cannabis revenues 6,127,625 7,740,053 11,791,000 14,344,000 29,554,140 45,170,660 65,533,862 154,602,662 253,461,121

Less: Excise taxes 0 0 0 2,040,000 4,363,333 7,000,000 10,206,594 23,609,927 36,666,667

Net cannabis revenues 6,127,625 7,740,053 11,791,000 12,304,000 25,190,807 38,170,660 55,327,268 130,992,735 216,794,455

Non cannabis revenues 0 0 646,000 135,000 153,900 175,446 200,008 664,354 1,122,068

Total net revenues 6,127,625 7,740,053 12,437,000 12,439,000 25,344,707 38,346,106 55,527,277 131,657,090 217,916,523

Growth YoY % 521.0% 26.3% 60.7% 418.5% 646.5% 1018.0% 1628.2% 958.6% 65.5%

COGS (excluding adj. for biological assets) 2,815,073 3,027,321 6,382,000 3,618,000 7,922,539 11,947,331 16,925,404 40,413,274 59,897,625

Adj. gross margin 3,312,552 4,712,732 6,055,000 8,821,000 17,422,168 26,398,775 38,601,873 91,243,816 158,018,898

Gross margin % 54.1% 60.9% 48.7% 70.9% 68.7% 68.8% 69.5% 69.3% 72.5%

SG&A expenses 3,626,267 5,920,216 11,426,017 4,528,000 7,708,754 12,738,845 17,535,049 42,510,647 71,950,827

% of sales 59.2% 76.5% 91.9% 36.4% 30.4% 33.2% 31.6% 32.3% 33.0%

SG&A expense per gram sold $4.95 $6.56 $7.81 $2.12 $1.60 $1.70 $1.60 $1.67 $1.70

Stock-based compensation 442,349 1,703,090 4,228,000 972,000 982,004 990,011 990,886 3,934,901 4,153,941

Operating Income (1,099,308) (2,758,235) (9,599,017) 3,321,000 8,731,409 12,669,920 20,075,938 44,798,268 81,914,130

Margin % -17.9% -35.6% -77.2% 26.7% 34.5% 33.0% 36.2% 34.0% 37.6%

Interest expense (income) 398,974 (277,070) 8,639,000 3,944,000 1,668,326 1,668,326 1,668,326 8,948,977 1,498,302

EBT (1,940,631) (4,184,255) (18,238,017) (623,000) 7,063,084 11,001,594 18,407,613 35,849,291 80,415,828

Income taxes - - 5,653,000 12,785,000 - - 4,601,903 17,386,903 5,861,451

Tax rate (%) - - - - 25.0% 48.5% 7.3%

Net income (1,940,631) (4,184,255) (23,891,017) (13,408,000) 7,063,084 11,001,594 13,805,710 18,462,388 74,554,378

Margin % nmf nmf -192.1% -107.8% 27.9% 28.7% 24.9% 14.0% 34.2%

Growth YoY % nmf nmf nmf 587.2% -320.8% -283.8% -208.2% nmf nmf

EPS (f.d) -$0.03 -$0.04 -$0.19 -$0.09 $0.04 $0.07 $0.08 $0.11 $0.45

Total one-time items (after-tax) 1,844,058 (6,705,422) 46,017,978 42,887,000 (8,423,197) 2,420,015 (5,528,969) 31,392,849 4,192,876

Reported net income (96,573) (10,889,677) 22,126,961 29,479,000 (1,360,113) 13,421,609 8,276,740 49,855,237 78,747,254

Reported EPS (f.d.) 0.00-                     0.11-                     0.17                     0.20                     0.01-                     0.08                     0.05                     0.31                       0.48                         

Shares outstanding (f.d.) 58,501,588 97,248,970 126,860,553 151,056,869 164,330,982 164,330,982 164,330,982 161,012,454 164,330,982

Adj. EBITDA (before stock based compensation) (313,715) (1,207,485) (6,032,017) 4,992,000 10,497,409 14,513,998 21,998,094 52,001,502 90,644,978

Margin % -5.1% -15.6% -48.5% 40.1% 41.4% 37.8% 39.6% 39.5% 41.6%
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