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Impact of COVID-19 on Lenders and Borrowers
Governments worldwide are taking aggressive measures to combat the COVID 19
outbreak. On March 13, 2020, the Bank of Canada slashed the overnight interest rate
by 0.50% to 0.75%. The U.S. Federal Reserve recently slashed rates to a range
between 0% and 0.25%. The Canadian government also announced a $82 billion aid
package through various initiatives (including tax deferral plans) for households and
businesses. The Canada Mortgage and Housing Corporation (CMHC) has announced
its plans to purchase $50 billion of insured mortgage pools to provide liquidity to banks
and lenders and encourage continued lending.
Canada Overnight Lending Rate

Five-Year Fixed Mortgage Rate

Source: Ratehub

The current market consensus is that the economic impact of COVID-19 will last two to
three quarters. Considering that China has been gradually getting the virus under
control, we speculate that rest of the world, like China, will also experience a short-term
spike in cases, but will be able to contain the virus in the coming months. We feel the
economic impact of the virus is likely to last two quarters. It important to note
that, unlike typical recessions, in this case, we believe the fundamentals and
earning capacity of households and businesses have not changed beyond two
quarters.
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In order to help borrowers, Canada’s six largest banks recently announced plans to
allow mortgage payment deferrals for up to six months. We feel that the MICs will likely
offer a similar deferral plan to its borrowers. Within the MIC sector, we believe MICs
focused on individual homeowners will be most vulnerable. MICs lending to real estate
developers will also be impacted, but to a lesser extent considering that most
developers tend to have funds kept aside as reserves to meet interest payments.
As mentioned earlier, similar to the banks, we expect MICs will likely offer
payment deferral plans. The following table shows the economics of an average MIC.
The base-case scenario returns a 7.9% yield to investors. A six-month payment deferral
plan to 25% of borrowers (which we believe is the most likely scenario) will result in a
12.5% decline in revenues, which will result in a 20% decline in yield to investors from
the base-case scenario. A deferral plan to 50% of the borrowers will result in an 82%
decline in yield to investors. An extreme scenario is when 100% of borrowers suspend
payments for six months, which, as shown below, will result in a 1.8% decline in the
value of equity; this is the point where investors will start losing invested capital.
However, considering that we expect the market to normalize within two quarters, we
expect operations to be back to normal in 2021. MICs will be able to make up for lost
capital by paying out a lower yield to investors.

Source: FRC

The following table shows the significant increase in yield (as a result of the decline in
share prices) of MICs and other financial institutions since February 2020. The average
yield of MICs has increased from 7% to 11.5%, which implies that, on average, share
prices have dropped by 39%. Considering that we are expecting a 20% decline in
dividends in 2020, we believe that the market is currently oversold.
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Source: S&P Capital IQ / FRC

Weekly Mining Commentary
After a significant decline in prices in the prior week, gold and silver rallied this past
week and were up 3.1% and 1.5%, respectively. In the past week, the biggest loser
among the mainstream metals was copper, as prices dropped 11.8%, followed by 9.5%
nickel, and 5.4% zinc.
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Source: FRC / Various

The significant decline in copper prices was a result of a 23% rise in inventory levels.
The inventory levels of all three mainstream base metals continue to experience weekly
volatility, but remain significantly higher on a YoY basis.

Source: FRC / Various

We are maintaining all of our 2020 year-end and long-term price forecasts.
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Source: FRC

With regard to the valuation of producers, not surprisingly, the average Enterprise Value
(“EV’) to Revenue and EBITDA ratios of base-metal producers are down WoW, while
the ratios of gold and silver producers are up.

Source: S&P Capital IQ

As mentioned last week, during the last recession, from February 2008 to October
2008, gold prices had dropped 25% (from US$970 to US$730 per oz). Silver had
dropped by 50% to US$9.5 per oz. During the same time period, the US$ had reported
a 13% gain. It is key to note that both gold and silver prices ran up 150% and
385%, respectively, from their lows in late 2008 to 2011. Therefore, we continue to
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expect significant volatility in gold / silver prices in the coming weeks. In the following
section, we review companies that announced key developments in the past week.

Mining / Exploration
Company Name:

Ticker Symbol Current Share
Price:

FRC Fair Value
Estimate:

Date of PR:

West Red Lake
Gold Mines Inc.

CSE: RLG

$0.35

Mar-17-2020

$0.04

PR Content
Completed a non-brokered private
placement of $842k, including, $736k
from common share units and $107k from
flow-through units.

FRC Opinion
Positive – We are pleased to see that the
company was able to complete a financing
amid weak market sentiment. RLG recently
completed a successful 12 hole drill
program on the NT zone (results of up to
12.14 gpt over 13.5 m), which is located
approximately 800 m south of the Rowan
mine located at the west-end of the Red
Lake Gold District of Northwestern Ontario.
The Rowan project has a 2016 inferred
resource of 4.45 Mt at 7.57 gpt for 1.09 Moz
of gold.

Company Name:

Ticker Symbol Current Share
Price:

FRC Fair Value
Estimate:

Date of PR:

Latin Metals Inc.

TSXV: LMS

$0.43

Mar-17-2020

$0.045

PR Content
Extended the deadline of a previously
announced transaction with Patagonia
Gold Corp. (TSXV: PGDC). Back in
August 2019, the company had entered
into an agreement with Patagonia,
wherein Patagonia can acquire Latin’s
interest in the Mina Angela project in
Chubut, Argentina. Patagonia has
another six months to make a decision.

FRC Opinion
Neutral – Mina Angela is a non-core asset.
Work in 2019 at the Organullo gold project
(fully funded by partner Yamana Gold /
TSX: YRI) resulted in the identification of
geochemical anomalies over an 8 km strike.
A 3,300 m / 16 hole drill program is currently
underway. Latin has been actively
evaluating projects in Peru.
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Company Name:

Ticker Symbol Current Share
Price:

FRC Fair Value
Estimate:

Date of PR:

Voyageur
Pharmaceuticals
Ltd.

TSXV: VM

$0.39

Mar-20-2020

$0.08

PR Content
Dissolved the joint venture with Chief
Medical Supplies. Chief and VM have
instead decided to move ahead with a
new working relationship.

FRC Opinion
Neutral – Although details were not
disclosed, VM stated that this move does
not in any way change their go forward
plans and that they continue to have an
agreement in place with Chief to use Chief’s
manufacturing facilities. VM will now own
100% of its operations versus the 50/50 JV
with Chief. VM also has the flexibility to plan
their go forward strategy. However, as
details of VM’s cost to use Chief’s facilities
were not disclosed, we are not in a position
to comment if the deal is economically
beneficial for VM or not. As detailed in our
initiating report, VM holds three barium
projects in B.C., including one with a
resource estimate, and iodine properties in
Utah. The company is aiming to
manufacture and market contrast agents
(made
with
barium
and/or
iodine
compounds) used for radiology digital
imaging in the healthcare industry.
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Special Situations
Company
Name:

Ticker
Symbol

Current Share
Price:

FRC Fair Value
Estimate:

Date of PR:

Siyata Mobile
Inc.

TSXV: SIM

$0.16

$1.14

March 23, 2020

PR Content

FRC Opinion

Commenced delivery on its government
tender for up to 15,000 push-to-talk
devices
pursuant
to
a
previous
announcement on December 2, 2019.

Positive – The company has secured
numerous purchase orders since the start of
2020, and is on track to meet our 2020
revenue forecast of $31 million.

Company
Name:

Ticker
Symbol

Current Share
Price:

FRC Fair Value
Estimate:

Date of PR:

Marble
Financial Inc.

CSE: MRBL

$0.17

$0.42

March 19, 2020

PR Content

FRC Opinion

Closed first private placement of
unsecured convertible debentures in the
amount of $400,000 (one-year term, 12%
interest rate, paid quarterly).

Positive – At the end of Q3-2019, the
company reported a cash position of $2.75
million and a current ratio of 2x. These
convertible debenture raises provide an
indication that the company has been
deploying, or is expected to deploy, its cash
position to source additional loans.

©2020 Fundamental Research Corp. “16+ Years of Bringing Undiscovered Investment Opportunities to the Forefront”
www.researchfrc.com

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Page 10

Cannabis
Company
Name:

Ticker
Symbol

Current Share
Price:

FRC Fair Value
Estimate:

Date of PR:

Sugarbud Craft
Growers Corp.

TSXV: SUGR

$0.03

$0.28

March 23, 2020

PR Content

FRC Opinion

Completed its first harvest and is now in
the process of completing post-harvest
dry and cure activities. The company
plans to start shipping premium dried
cannabis flower in early Q2-2020.

Neutral – In our initiating report, we had
expected revenue generation starting 2020.
It is unlikely that Sugarbud will meet our
2020 revenue forecast of $16 million. An
update report will be provided shortly.

Weekly Cannabis Commentary
As a proxy for performance of the cannabis market, we show the performances of:
•

Horizons Marijuana Life Sciences Index ETF (TSX: HMMJ / “HMMJ”),

•

Standard & Poor’s/MX International Cannabis Index (“MCAN”),

•

Standard & Poor’s/TSX Cannabis Index (“XCAN”).
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Source: FRC, Google

Over the past week, the HMMJ, MCAN, and XCAN generated a return of 6%, 10%, and
9%, respectively. Performance of the cannabis market improved week-over-week
due to a spike in demand for cannabis amidst the coronavirus outbreak. According
to Inner Spirit (CSE: ISH) Chief Executive Officer (“CEO”) Darren Bondar, Spiritleaf
retail cannabis stores experienced unprecedented demand for cannabis and served a
record number of customers.
The worst performer on a weekly basis from the list of companies that we track is Hexo
Corp. (NYSE: HEXO). Over the past week, Hexo Corp. reported that it will delay the
release of its upcoming quarterly results due to “certain exceptional circumstances” and
reported that a significant impairment of up to $280 million is to be reported for the
quarter (Source: BNN Bloomberg).
Valuation of Select Canadian Licensed Producers
The following shows the average Enterprise Value to Revenue (“EV/R”) multiple that
select Canadian Licensed Producers (“LPs”) are trading at. The companies used are
outlined further below.
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Average EV/R (October 2019 – March 2020)

Source: FRC, S&P Capital IQ

Source: FRC, S&P Capital IQ

The average EV/R, as of March 23, 2020, was 6.7x – an improvement from an
average EV/R of 6.0x as of March 16, 2020. The average EV/R, from October 7, 2019
to date, is 13.9x. As a number of companies are not EBITDA positive, we have refrained
from tracking the average Enterprise Value to EBITDA (“EV/EBITDA”) multiple.
This week, we further discuss the demand for cannabis amidst the coronavirus
outbreak.
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Coronavirus and Cannabis
Last week, we discussed the stockpile of cannabis and the resulting shift in the
cannabis purchasing pattern. With cannabis businesses deemed “essential”
operations in several states in the United States (Source: Forbes), an interesting
topic is whether the coronavirus could increase the adoption rate of cannabis
throughout the world. The following illustrates the trend in cannabis use by quarter in
Canada:

Source: FRC, Statistics Canada

As people are forced to stay indoors and practice social distancing, the current
environment provides a perfect opportunity for first timers to try cannabis. We
speculate that individuals locked in home due to the coronavirus outbreak may
try cannabis to make the quarantine period more tolerable or to reduce anxiety.
According to American Addiction Centers, top reasons for using cannabis include: to
cope with stress, boredom, and for fun.
Reasons for Using Cannabis vs Alcohol

Source: FRC, American Addition Centers
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In addition to our belief that there will be a greater number of first-time cannabis users
amidst this outbreak, we note that several countries have made purchasing cannabis
easier. For example, reported by Forbes, some states have enacted temporary
policies such as expanded delivery services to make it easier for consumers to
acquire cannabis.
Canadian Retail Cannabis Pricing

Source: Online Provincial Cannabis Stores, FRC

Average retail price per gram remained unchanged at $11.58 week-over-week.
Provinces/Territories across Canada witnessed a nominal increase/decrease in their
average price per gram over a one-week period. Given the huge recent spike in
demand for cannabis, we were surprised to see average price per gram remain
unchanged on a week-over-week basis. According to the Ontario Cannabis Store
(“OCS”) communications director, cannabis sales on OCS.ca in the last few days
almost doubled compared to the same period last week.
During this extraordinary period, we expect the average retail prices of cannabis to
remain stable or witness a slight upwards increase. However, in the long term, we
continue to reiterate our view that the retail price per gram of cannabis will decrease to
combat the black market for cannabis. According to Statistics Canada, the average
price of illegal cannabis in Q4-2019 was $5.73. The following shows the trend in
pricing for illegal cannabis:
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Illegal Cannabis Pricing

Source: FRC, Statistics Canada

Canadian Retail Cannabis Stores
As of March 23, 2020, there were 833 retail cannabis stores open throughout Canada.
This is a 1.1% increase from a week ago.
Number of Retail Cannabis Stores in Canada

Source: Provincial Websites, FRC

The following shows retail cannabis stores by province/territory:
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Source: Provincial Websites, FRC

We expect the number of retail cannabis stores in Canada to continually grow into the
foreseeable future. Ontario and Quebec remain the two largest underserved
cannabis markets in terms of population to cannabis retail stores.
The below chart shows Canadian retail dried cannabis flower pricing since we began
price coverage.

Source: FRC, Online Provincial Cannabis Stores
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Disclaimers and Disclosure
The opinions expressed in this report are the true opinions of the analyst(s) about any companies and industries mentioned. Any
“forward looking statements” are our best estimates and opinions based upon information that is publicly available and that we
believe to be correct, but we have not independently verified with respect to truth or correctness. There is no guarantee that our
forecasts will materialize. Actual results will likely vary. Companies mentioned in this report may be covered by FRC under an issuer
paid model or be candidates for coverage. FRC or companies with related management, may hold shares in some companies
mentioned in this report. Distribution procedure: our reports are distributed first to our web-based subscribers on the date shown on
this report then made available to delayed access users through various other channels for a limited time.
To subscribe for real-time access to research, visit https://www.researchfrc.com/website/subscribe for subscription options.
This report contains "forward looking" statements. Forward-looking statements regarding the Company, industry, and/or stock’s
performance inherently involve risks and uncertainties that could cause actual results to differ from such forward-looking statements.
Factors that would cause or contribute to such differences include, but are not limited to, continued acceptance of the Company's
products/services in the marketplace; acceptance in the marketplace of the Company's new product lines/services; competitive
factors; new product/service introductions by others; technological changes; dependence on suppliers; systematic market risks and
other risks discussed in the Company's periodic report filings, including interim reports, annual reports, and annual information forms
filed with the various securities regulators. By making these forward-looking statements, Fundamental Research Corp. and the
analyst/author of this report undertakes no obligation to update these statements for revisions or changes after the date of this
report.
Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE
OBTAINED FROM USING THIS INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A
PARTICULAR USE. ANYONE USING THIS REPORT ASSUMES FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY
OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO. ALWAYS TALK TO YOUR FINANCIAL ADVISOR BEFORE
YOU INVEST. WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO DEPENDS ON ONE’S RISK TOLERANCE,
OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC. ONLY YOUR INVESTMENT ADVISOR WHO KNOWS YOUR
UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY PARTICULAR
SECURITY FOR INCLUSION IN YOUR PORTFOLIO. This REPORT is solely for informative purposes and is not a solicitation or an
offer to buy or sell any security. It is not intended as being a complete description of the company, industry, securities or
developments referred to in the material. Any forecasts contained in this report were independently prepared unless otherwise
stated, and HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report. Additional
information is available upon request. THIS REPORT IS COPYRIGHT. YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT
OUR PERMISSION. Please give proper credit, including citing Fundamental Research Corp and/or the analyst, when quoting
information from this report. The information contained in this report is intended to be viewed only in jurisdictions where it may be
legally viewed and is not intended for use by any person or entity in any jurisdiction where such use would be contrary to local
regulations or which would require any registration requirement within such jurisdiction.
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