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Investment Case Summary – Executive Summary 

We currently recommend a buy on Canopy Growth Corporation “CGC” shares with a long-term target price of $14.09 

per share. This represents a discount of 23.35% relative to the current share price.  

However, it should be noted that shares have recently experienced rapid price appreciation due to what could be 

considered “speculative enthusiasm” not only in CGC but the entire Canadian marijuana industry. Therefore, a 

cautionary stance is recommended in the near-term until the market begins to settle and volatility subsides. 

CGC’s leading position in market share and growth strategy will allow it to maintain dominance. 

The Canadian marijuana market will be heavily regulated. 

Catalysts: 

1. Report on Canada’s marijuana legalization from federally appointed task force due near the end of November 

2016. The details outlined in the report relate to: 

a. Minimum age of consumer 

b. Potency of product 

c. Where it is to be sold  

d. Labeling of product 

e. Access of quality controlled product for medical use 

f. Unit sales prices/taxes 

The task force has observed markets where legalization for recreational use has already taken hold such as 

Colorado in the United States and Uruguay in South America. Their advice will be considered by the Government 

of Canada as the new framework is developed. 

2. The Government of Canada’s introduction of legislation and debate relating to the legalization and strict 

regulation of marijuana in the 2017 spring session of 

Parliament (April 20th 2017). 

Risks: 

1. The catalysts mentioned above should also be considered 

risks as overly non-market friendly policies (via overbearing 

net regulatory burden) risk deflating expectations for the 

industry’s potential market size, profit and product 

innovation.  
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CGC’s leading position in market share and growth strategy will allow it to maintain dominance. 

Canopy has pledged to grow its 

domestic market share over time from 

current levels to approximately 40%. 

While this may be optimistic, it is 

reasonable to assume that Canopy will 

be able at a minimum to maintain their 

current market share of approximately 

16% (MRQ) in a growing market. This is 

reasonable as Canopy currently does 

have access to the capital markets to 

finance growth either organically or via 

acquisition. Along with 

maintaining/growing market share in a 

growing market, Canopy should be 

able to realize economies of scale as their operations gains critical mass. Realizing economies of scale in production and 

distribution will assist them in becoming profitable on an EBITDA (adjusted to exclude non-cash items) basis. We expect 

the transition to generation of positive EBITDA to occur sometime in late 2017 and accelerating once legalization is 

approved by the Canadian Government. 

 

The Canadian marijuana market will be heavily regulated. 

We assume that the Canadian government will heavily regulate to production and sale of marijuana once the retail 

market opens to consumers (as it does the medical market). Therefore, a prudent approach that limits the amount of 

producers will more than likely be taken. As marijuana is a controlled substance, relying on the current crop of trusted 

producers to ramp-up capacity to meet growing demand rather than allowing numerous new entrants without proven 

track records to fill the gap seems logical.  

Distribution will probably take place via combination of the following closely watched outlets: 

 Pharmacies 

 Privately owned marijuana retailers (such as the current mail method from producers) 

 New government owned marijuana retailers  

 Existing owned government liquor retailers  

Imposed taxes have yet to be disclosed; however, it is reasonable to assume that taxes will initially relatively light as to 

allow for lower prices at the final point of sale. Initial lower sales prices per unit should help to diminish black market 

sales volumes. Once the market is established and matures (estimated for 2021-2022) taxes will more than likely 

increase as consumers become conditioned to purchase from designated retailers. 

 

  



Overview 

Company 

Canopy Growth Corporation is a world leading diversified cannabis company. It 

is the holding corporation that operates a collection of diverse brands related 

to the cannabis industry. Supported by approximately 500,000 square feet of 

growing capacity (both in-door and greenhouse), the company’s group of 

brands is designed to appeal to an array of retail customers, medical 

professionals and strategic industry partners. It currently has operations and 

partnerships in Canada, Australia, Brazil and Germany. 

Core Brands 

Tweed (Tweed Inc. and Tweed Farms) 

Located in Smith Falls, Ontario, Tweed is a globally recognized marijuana 

production brand that focuses on quality products and building meaningful 

customer relationships. Tweed looks to build its market footprint by facilitating 

conversation and creating awareness for its products via social media and 

various other marketing campaigns. 

Tweed currently offers medical marijuana products such as: various dried cannabis strains, oils, vaporizers & accessories 

and clothing. Tweed’s future growth plans include entry into the domestic recreational market, sales of cannabis seeds 

to those licensed to grow at home for medical purposes and further expansion 

of accessories as lifestyle brands (general merchandise). 

Tweed Farms is located in the heart of the Niagara region. Approximately 

350,000 square feet of greenhouse space is used to grow various strains. The 

facility was constructed in the early 1990s and has previously been used to 

grow produce for various national grocery chains. Additional plans are currently 

underway to develop a second building on the 20-acre1 to allow for onsite 

harvesting and processing. 

Bedrocan Canada 

Bedrocan Canada supplies standardized medical-grade cannabis strains to the 

Canadian market. Bedrocan has partnered/JV with local companies in foreign 

nations to assist and gain a foothold in developing cannabis markets globally. 

Core Partners 

Snoop Dogg 

He is considered one of the most recognizable figures in hip-hop and entertainment, Snoop Dogg’s career spans over 

twenty five years in the music business, television and entrepreneurial ventures. Being a cannabis connoisseur, Snoop 

Dogg recently launched an online medial platform called “MERRY JANE” as a key destination for news and original 

                                                           
1
 1-acre = 43,560 sq ft; 20-acres = 871,200 sq ft 



content related to cannabis culture. In partnering with Tweed, Snoop released branded cannabis products “Leafs By 

Snoop” which includes hand-weighed flower, concentrates and edibles.  

DNA Genetics 

DNA Genetics are considered one of the preeminent global and breeding teams related 

to the cannabis space. They have won awards in every category of the Cannabis Cup and 

are partners with Tweed. Their partnership and expertise is utilized via breeding of new 

strains that are exclusive to Tweed and Tweed customers. 

AusCann 

AusCann is a leader in Australia’s emerging medical cannabis industry. The 

company is led by a team of former legislators, public health experts and 

entrepreneurs. AusCann works in conjunction with Tweed and Tweed Farms to 

develop world-class production standards that will be used to grow medical 

quality cannabis strains. 

Indoor Harvest 

Indoor Harvest is a firm that develops aeroponic agriculture solutions for the cannabis 

industry. The Texas-based company has begun work with MIT to revolutionize the efficiency 

and accessibility of agriculture. Indoor Harvest works alongside Tweed’s R&D team to develop 

IP that can be used and leveraged thought the globe. 

CannScience 

CannScience is an R&D biopharmaceutical company that conducts research and 

development of therapeutic products based on the extracts from medical 

cannabis. CannScience is currently developing proprietary technologies that may 

one day be the future of medical cannabis delivery. Canopy currently holds a 

33% stke in the company. 

  



Overview  

Industry  

According to Health Canada, the quarterly period ending September 30, 

2016 recorded approximately 4,773kg of dried marijuana and 2,420kg 

equivalents of cannabis oil sold to clients, totaling 7,193kg equivalents. 

The periodic growth rate since Health Canada began keeping records of 

sales on April 1, 2014 has been approximately 28% (on a quarterly 

basis). Sales consist solely of marijuana and marijuana products for 

medical purposes.  

There are currently 32 licensed producers selling marijuana in the 

Canadian market for medical purposes (36 licenses). The market is 

beginning to display the characteristics of an oligopoly with the largest 

five firms controlling 37.8% of market sales by volume as of the most 

recent reporting period. 

Obtaining a license is quite rigorous. As of August 

1, 2016, 1,561 applications have been received 

with 253 refused, 419 in progress, 54 withdrawn 

and 801 incomplete and returned. 

The number of registered patients has grown from 

7,914 to 98,460 since the inception of the MMPR 

(Marihuana for Medical Purposes Regulations) and 

subsequent ACMPR (Access to Cannabis for 

Medical Purposes Regulations). 

The industry is heavily regulated by the 

government due to the fact that marijuana and its 

products are considered controlled substances. 

In the spring of 2017, the Canadian Government 

will introduce legislature and debate how best to 

institute full legalization of marijuana usage with a 

target date for implementation by 2018. 

According to various reports (CIBC and Deloitte), 

the combined medical and recreational marijuana 

market in Canada may total between 

approximately CAD$4.9 - $10B within three to 

four years of legalization. The figures provided 

exclude additional ancillary markets and focus on 

the purchase and sale of marijuana and cannabis 

oils. 

  



News/Updates 

Company 

2016/11/23 – Bedrocan Canada Completes Export of Dried Cannabis to Brazil 

 Successfully exported 10kg of dried cannabis to Brazil for research purposes  

 First export of medical cannabis to South America from a Canadian Licensed producer 

 Has JV with Entorage Phytolab (JV formed as Bedrocan Brasil) 

 JV to begin clinical study of drug preparation and stable pharmaceutical formulations needed for the 

development of compounds targeting epilepsy and pain management 

 JV has completed initial funding round of USD$3M in exchange for common shares in Entourage and Bedrocan 

Brasil 

2016/11/14 – Canopy Growth Corporation Reports Second Quarter Fiscal 2017 Financial Results (Highlights) 

 Revenues of CAD$8.5M; a 22% Q/Q increase and 245% increase over the same period last year 

 Combined 1,169kg cannabis and equivalents sold; a 19% increase Q/Q and 267% increase over the same period 

last year 

 Harvested 1,711kgs  

 Positive net income; CAD$5.4M including non-cash gains from changes in fair value of biological assets 

 Cash used in operations CAD$8.9M; cash used in investments CAD$8.7M 

2016/11/7 – Tweed Receives Approval for World Class Breeding Area 

 Tweed Inc. has received approval to begin using its new breeding facility at 1 Hershey Drive in Smith Falls, 

Ontario 

 Consists of several breeding rooms, phenotyping rooms, and male and female plant rooms (separated from 

flowering rooms) 

 Breeding complex designed to isolate pollen and male plants from the remainder of the facility 

 Will allow for new varieties uniquely available in the Canadian regulated market and large-scale production of 

seeds in order to support patients who choose to grow at home  

 A further three Schedule 3 rooms approved  (rooms where cannabis can be present) 

2016/11/1 – Canopy Announces Major Expansion Strategy in Partnership with the Goldman Group 

 Entered into MoU with the Goldman Group to expand production capacity and geographic footprint 

 Expansion is required as current capacity is viewed by industry participants as insufficient to meet the growing 

future demand for medical and recreational cannabis 

 The strategy will have the Goldman Group acquire properties across Canada for the design and/or build of new 

production facilities and will be constructed according to Canopy’s specifications; sets the stage for a large and 

expedited expansion plan  

 Transaction is non-arm’s length (as Murray Goldman, Founder of the Goldman Group currently sits on Canopy’s 

board of directors, indirectly owns approximately 3.8% of Canopy and is the landlord of Canopy’s Bedrocan 

properties) 

 

 



2016/11/1 – Canopy Enters Quebec Markets with Acquisition of Vert Medical 

 Acquired ownership of Vert Medical, Quebec-based ACMPR applicant 

 Gains the lease and rights to acquire 90 acres of land and a 7,000 square foot indoor growing and office facility 

located in Saint-Lucien; Canopy will move forward to pursue the completion of ACMPR license application  

 Subsidiaries already account for approximately 30% of medical cannabis shipments made to registered patients 

in Quebec 

 Investments made in funding the Quebec Cannabis Registry; gathers information on the demographic profiles of 

patients including the medical purpose of use and dosages 

 Canopy will assume and immediately retire outstanding debts related to Vert of CAD$500,00; will issue up to 

294,900 common shares of Canopy if and when specific licensing and capacity expansion related milestones are 

met with the exception of 58,978 common shares to be issued upon the closing of the transaction  

Industry  

2016/11/26 – Canopy Welcomes the Canadian Government’s Commitment to Maintaining Veterans’ Insurance Coverage 

 Veterans Affairs has amended insurance coverage for veterans 

o Introduced a price limit of CAD$8.50/g 

o Extends coverage to cannabis oils 

o Introduced limit as to the number of insurable grams; from 10g/day to 3g/day (unless special exemption 

is provided by a medical practitioner) 

 Canopy does not operate any Veteran specific websites  

 Canopy provides pricing services that are standard for all customer groups 

 Veterans represent only 2% of Canopy’s combined client base  

2016/10/28 – Marijuana may be Greater than CAD$23B as an Industry for Canada 

 According to Deloitte 

 Base market estimated between CAD$4.9B - $8.7B 

 Ancillary market estimated between CAD$12.7B - $22.6B 

2016/9/7 – Canadian Medical Association Recommends Minimum Age of 21 to Smoke Pot 

 To be considered by the Marijuana Task Force appointed by PM Trudeau 

 Smokers under the age of 25 should also face restrictions on the potency  

 Age should set at a national level versus provincial (alcohol) 

 Limits should be placed on how much one can buy to reduce the probability of trafficking  

 Prohibitive marketing practices should be in place (as in tobacco products) 

 A data collection program on purchases should be implemented 

 Public smoking should be banned as tobacco products are 

2016/1/28 – Legalized Marijuana Market Could be CAD$10B Industry for Canada, says Report 

 According to CIBC World Markets 

 Combined recreational and medical markets 

 Assumes Colorado’s legalization experience as base case for modeling aggregate market value 

 Sales in Colorado for 2016 was approximately USD$1B 

 Colorado is approximately 1/6 the size of Canada 



Industry Analysis 

Bargaining Power of Suppliers - Medium 

The bargaining power of suppliers will be limited to a range on a per gram basis. The estimated range of unit sales price 

per gram is estimated to be between approximately CAD$5.00-$12.00. A range is provided for the following reasons: 

 In direct to customer sales markets suppliers may be able to change premium prices for premium products  

 For sales through government mandated outlets/retailers, purchase prices by government sponsored entities 

may set a cap on purchase prices in order for themselves to extract income via “sin taxes”. Producer sales will be 

wholesale in nature and generally be subject to lower unit selling costs as they are in effect selling to a 

monopoly with regulatory powers  

Bargaining Power of Customers - Low 

The bargaining power of customers only exists via lobbying/requests for lower prices to the government via greater 

subsides. The channels in which prices can be negotiated lower by consumers are through government regulated health 

plans and potential reduction in “sin taxes” once a retail market has been established. Otherwise, consumers are 

essentially price takers. 

Threat of Substitute Products - Low 

The marijuana industry and its products are essentially “the new kid on the block” with respect to traditional vice related 

products such as alcohol and tobacco. While alcohol and tobacco fit the criteria of some form of substitute they have 

been established with consumers for generations. Therefore, there is a greater likelihood that the creation of a 

recreational retail market for marijuana in Canada may pose a greater threat to traditional products in the short-run. 

Threat of New Entrants - Medium 

Greater competition is a reasonable threat. Once the domestic market opens for recreational usage and supply cannot 

meet demand from established players it is reasonable to assume that regulators may allow for new entrants to fill the 

void. However, we assume that the government will probably rely on current established producers and allow them to 

expand existing operations in an effort to maintain some semblance of cost disciple at the regulatory/supervisory level.  

In a scenario when existing producers expand and are allowed to grow with the market, they may look to add scale to 

operations and offer discounting to potential customers in an effort to achieve greater market share. Increased 

scalability of existing firms is more than likely to occur in the short-run. This will continue to place downward pressure 

on selling prices per unit until the market fully matures over the next five years.  

Competitive Rivalry – High 

Rivalry is high within the marijuana industry. This can be observed through the declining price per gram sold metric via 

discounting at various producers. Producers have looked to social media to increase awareness of their brands in an 

attempt to differentiate themselves and their products. A focus has also been placed on cost reduction in an effort to 

maintain/increase margins along with expansion of facilities (on a cost per gram basis, cash and adjusted). Most 

producers have been relatively successful at maintaining their market share over the past several quarters via the 

practices mentioned above. 

 

  



SWOT Analysis 

Strengths 

A key strength of CGC lies in its customer base. 

Canopy currently has the greatest market share of 

clients/patients relative to all listed producers at 

approximately 25% of the market. This allows 

CGC to sell more products on an aggregate basis 

versus any other company.  

With a large customer base CGC is able to project 

its marketing on a larger portion of the available 

marketplace. In a world where recreational 

marijuana becomes legal, CGC has created its 

own ecosystem via various social media outlets 

(Facebook, Twitter, Youtube, etc.) and via 

celebrity partnerships/endorsements (Snoop 

Dogg). This should allow Canopy to be able to quickly capitalize on a new and fast moving retail marketplace. 

Weaknesses 

Canopy’s main drawback is its relatively high cost of production ($2.50-$3.00/g; cash cost). This can be attributed to the 

following factors: 

 Aggressive marketing and expansion of facilities 

 Indoor facilities which generally generate higher costs on a per unit basis 

However, the items mentioned as weaknesses may dissipate as capacity grows enabling them to lower unit costs and 

marketing efforts bear fruit via increased retail sales once recreational sales are legal. 

Opportunities 

The future emergence of the recreational market 

in Canada presents a great opportunity for CGC 

as they appear to be most levered to this 

segment via marketing campaigns and its 

emergence as a cannabis focused lifestyle brand. 

CGC not only looks to sell marijuana in its 

traditional form, it sells edibles, clothing and 

accessories. If the growth rate of medical clients 

Canada wide is any indicator (28% compounded 

per quarter), Canopy should be well situated as it 

has the potential to build tremendous brand 

loyalty. 

Threats 

If CGC fails to execute on its branding strategy or is dragged into a price war by other producers CGC shareholders will 

face difficulties. 



Quantitative Analysis Valuation – DCF & Sensitivity Analysis 

 

 

 

 

 

 

 

Based on our assumptions within a DCF model, we have assigned a target price of $14/share. Key assumptions made 

surround the emergence of a recreational market for marijuana in Canada. Another key assumption made related to the 

realization of CGC reaping the benefits of economies of scale via production processes to lower unit costs and, 

therefore, fostering positive future EBITDA margins. We have also assumed what the Canadian market may look like 

when in place. However, we have not included assumptions for potential international markets as we believe it is 

beyond our current scope based on current available information. 

 

 

 

 



Quantitative Analysis Valuation – DCF & Sensitivity Analysis 

 

 



Quantitative Analysis Valuation – Comparables 
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Key Financials 
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