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Summary:  Canadian-based cannabis producer, Aphria Inc (Aphria) released 2Q21 (11/20) results, showing 
impressive y/y and q/q growth in revenue and adj. EBITDA.  Sales volumes continued to rise and, though 
production was not disclosed, elevated inventory days (365) showed sequential decline.  Reported cash burn (-
US$12 mm) neared Aphria’s 3Q21 free cash flow breakeven target.  The company completed its acquisition of 
SweetWater in the quarter, driving net debt higher (US$260 mm v. US$71 mm in 1Q21) and expanding LTM net 
leverage to 9.5x (v. 3.7x in 1Q21).  Pro-forma reported cash of US$245 mm reflects a capital raise for the 
SweetWater acquisition post-2Q21. 
  
APHACN 5.25% ‘24s have appreciated more than 2.7x from our initial upgrade to ‘Positive-Swap” at 82c 
(October 20, 2020) to 220c.  APHAs current stock price (US$18.82), at an estimated 700 bps spread, suggests 
bonds are slightly rich to FV of 213c and parity of 201c.  We anticipate APHACN ‘24s will be restruck at US$7.86 
(TLRY) at the close of the TLRY merger, to reflect the exchange ratio for APHACN ’24 bondholders, who would 
acquire 27.6 mm new TLRY shares, pending anticipated conversion (currently in-the-money) and merger 
consummation.  Based on this assumption, APHA stock should trade in line with TLRY (US$25.86) which, at the 
same 700 bps spread, implies attractive upside on APHACN ‘24s, at 22% cheap to FV of 284c v. parity of 
239c.  Meanwhile, current IVOL on the convert of 73% IVOL v. 100D (131%) and listed calls (115%) on the 
common offers opportunity to hedge downside risk at a reasonable carry, should the merger not go 
through.  Therefore, we maintain our ‘Positive-Swap’ rating on APHACN 5.25% ‘24s in our convertible 
coverage universe.   
  
We note APHA 5.25% ‘24s’ counterpart, TLRY 5% ‘23s, will not be restruck for antidilution purposes, leaving 
them well out-of-the-money.  Nevertheless, we maintain our ‘Positive-Outright’ rating on convertible TLRY 5% 
23s, which have appreciated 6% since our initial upgrade at 86c (January 11, 2021), and continue to trade 
below the bond floor, at 9% YTW with modest 3% upside from current levels (92c) to FV (95c).   

  
  Amt Out (US$ MM) Mid Price Mid YTW Implied Vol Cheapness (par) Delta (par) Conv. Price Stock Price 
APHACN 5.25% 06/01/2024 259 220.4 (19.54%) 72.34% (4.12%) 83.97% $9.38  $18.82  
TLRY 5% 10/1/2023 278 91.8 8.64% N/A 2.36% 4.47% $167.41  $25.86  

  
Source: Equity information sourced from Bloomberg. Convertible pricing as of March 1, 2021. 
   
2Q21 (11/20) Financial Results:  

APHACN (US$MM) 2Q21 1Q21 4Q20 3Q20 2Q20 y/y q/q 
Kilograms produced, net n/a n/a 52,243 31,086 13,866 - - 
Kilograms equivalent sold 26,730 20,882 12,567 14,014 7,062 278% 28% 
         

Cannabis 82 76 59 33 17 387% 8% 
- Harvested Cannabis n/a n/a 53 23 13 - - 
- Purchased Cannabis n/a n/a 6 10 4 - - 
Cannabis trim 6 5 3 7 3 80% 13% 
Cannabis oil 20 25 22 22 16 23% (20%) 
Purchased CBD distillate - - 4 6 - - - 
Softgel capsules n/a 0 0 0 0 - - 
Cannabis vapes 6 5 4 1 - - 20% 

Cannabis Inventory 113 110 93 68 36 211% 2% 
         

Cannabis Inventory 113 110 93 68 36 211% 2% 
Cannabis COGS 28 24 18 24 11 152% 17% 
Cannabis Inventory Days 365 418 467 253 296 23% (13%) 
         

Avg. Retail Selling Price - Medical Cannabis 5.28 5.49 4.74 4.87 6.17 (14%) (4%) 
Avg. Retail Selling Price - Adult-Use Cannabis 3.26 3.09 3.74 4.15 3.95 (17%) 5% 
         

Cash cost (USD / gram) 0.60 0.65 0.63 0.71 0.84 (29%) (7%) 
All-in cost of sales (USD / gram) 0.99 1.05 1.21 1.28 1.50 (34%) (6%) 

  

• Production volumes were not disclosed in 2Q21, though output has reportedly been temporarily 

reduced at Aphria One (as of June ’20), a higher-cost facility, with certain older cannabis inventory 



liquidated at a loss.  We anticipate these reductions were offset by higher sales of pre-roll products 

(selling 7-8 mm / quarter), which resulted in tripling of daily supply capabilities by the end of 2Q21 

• Cannabis inventory expanded slightly q/q to US$113 mm (+211% y/y, +2% q/q), while cannabis 

inventory days, totaling 365 (+23% higher y/y, -13% q/q), showed ongoing sequential improvement 

from their peak in 4Q20 (5/20)  

• Kilogram equivalent volumes sold increased 278% y/y and 28% q/q to 26,730 kg, with y/y driven 

mainly by higher sales of adult-use cannabis products, and q/q reflective of higher medical cannabis 

sales, which were impacted in prior quarters by COVID-19  

o Aphria executed its first EU-GMP shipment of cannabis products to Germany and Malta in 

2Q21 

o The company also completed its first shipment of medical cannabis to Canndoc, to be 

distributed in Israel 

o In addition, the company has executed a supply agreement with ODI Pharma AB, providing 

access to Poland’s cannabis markets 

• Cash costs continued to improve, at US$0.60 / gram for 2Q21 (-29% y/y, -7% q/q), as did all-in cost of 

sales, at US$0.99 / gram (-34% y/y, -6% q/q) 

• Average selling price for medical cannabis (before excise tax) decreased 4% q/q to US$5.28 / gram 

(CAD 6.96 / gram) from US$5.49 /gram (CAD 7.38 / gram) in 1Q21 

• Average selling price for adult-use cannabis (before excise tax) increased 5% q/q to US$3.26 / gram 

(CAD 4.29 / gram) from US$3.09 / gram (CAD 4.15 / gram) in 1Q21, reflecting changes in sales mix 

  
APHACN (US$MM) 2Q21 1Q21 4Q20 3Q20 2Q20 y/y q/q 
Net Revenue 121.9 108.5 108.8 109.6 91.2 34% 12% 
Adjusted EBITDA 9.5 7.4 6.1 4.4 1.4 563% 28% 
Adjusted EBITDA margin 7.8% 6.9% 5.6% 4.0% 1.6% 625bps 96bps 
         

Cannabis Revenue 51.6 47.3 37.9 42.6 25.8 100% 9% 
Cannabis Gross profit 23.7 23.5 20.1 18.4 14.8 60% 1% 
Cannabis gross margin 45.9% 49.7% 52.9% 43.3% 57.2% (1,128bps) (377bps) 
Cannabis Adj. EBITDA 9.8 7.7 6.7 4.6 2.6 282% 26% 
Cannabis Adj. EBITDA margin 19.0% 16.4% 17.6% 10.7% 9.9% 906bps 260bps 
         

Beverage Alcohol Revenue 0.7 - - - - - - 
Beverage Alcohol Gross profit 0.4 - - - - - - 
Beverage Alcohol gross margin 60.5% - - - - - - 
Beverage Alcohol Adj. EBITDA 0.2 - - - - - - 
Beverage Alcohol EBITDA margin 33.9% - - - - - -         

Distribution Revenue 69.7 61.2 70.9 67.0 65.4 7% 14% 
Distribution Gross profit 9.2 8.8 8.5 8.7 8.3 10% 4% 
Distribution gross margin 13.1% 14.4% 12.1% 12.9% 12.7% 46bps (122bps) 
Distribution Adj. EBITDA 2.0 1.8 1.4 1.9 1.6 26% 9% 
Distribution EBITDA margin 2.8% 3.0% 2.0% 2.9% 2.4% 43bps (13bps) 

  

• Net revenues were US$122 mm, up 34% y/y and 12% q/q, driven primarily by higher cannabis and 

distribution revenues    

o Cannabis revenues increased 100% y/y and 9% q/q to US$52 mm, following an increase in 

average gross selling price of adult-use medical cannabis products, related to sales mix, and 

the introduction of international sales to Aphria’s revenue mix  

▪ Cannabis revenues include insurance and excise taxes, and represent 42% of total 

net revenues (pre-excise tax) 

▪ Domestic adult-use cannabis sales continued growth, which now accounts for 83% 

of total cannabis revenues (pre-excise tax),  



▪ Medical cannabis revenues (9% of total cannabis revenues, pre-excise tax) remained 

relatively stable q/q, with an increase in volumes sold balanced by lower average 

selling price  

• Management noted lower average selling price of medical cannabis 

occurred under a pricing program offered to patients negatively impacted 

by COVID-19, and in tandem with other promotional programs 

▪ International medical sales generated US$4mm in revenue  

• Revenues from international medical are expected to fluctuate in coming 

quarters, with first year volumes, previously reported to be 3,000 kgs. of 

bulk dried flower, met in the quarter under Aphria’s strategic supply 

agreement Canndoc (Israel) 

o Beverage revenues were US$0.7 mm, and reflect revenue contributed from SweetWater as 

of the closing of the acquisition on November 25, 2020 

o Distribution revenue increased 7% y/y and 14% q/q to US$70 mm, reflecting earlier than 

anticipated normalization of operations, impacted by reduced numbers of elective 

procedures and in-person doctors visits in quarters prior as a result of COVID-19 

• Adjusted EBITDA was US$10 mm, up 563% y/y and 28% q/q, and marking Aphria’s 7th consecutive 

quarter of positive adj. EBITDA generation. Margins remained narrow at 8%, though showed steady 

y/y (+625 bps) and sequential (+96 bps)  

o Cannabis operations generated US$9.8 mm in adjusted EBITDA (+282 % y/y, +26% q/q) at 

19% margins (+906 bps y/y, +260 bps q/q) 

o Beverage alcohol operations contributed US$0.7 mm in adj. EBITDA since the completion of 

its acquisition by Aphria on November 25, 2020 

o Distribution operations generated US$2 mm in adjusted EBITDA (+26% y/y, +9% q/q) at 2.8% 

margins (+43 bps y/y, -13 bps q/q) 

o Generation across the three operations was balanced by negative adj. EBITDA generation of 

US$2 mm related to business under development 

• BCP calculated cash generation (excl. interest and tax payments), shown in the table below, was 

US$10 mm, compared to US$49 mm in cash burn the quarter prior  

o Working capital inflow of US$15 mm, compared to US$43 mm outflow in the prior quarter, 

was driven primarily by:  

▪ Increase in A/P and accrued liabilities (+US$26 mm), balanced by an increase in A/R 

(US$7 mm) and a decrease in income taxes payable (-US$4 mm) 

o Capex of US$15 mm was 16% higher q/q, exceeding management guidance of US$6-10 mm 

provided in the prior quarter  

▪ Management stated it expects capex to decline going forward, with Aphria’s 

Germany expansion now complete 

o We note BCP calculated free cash flow excludes one-time costs (~US$260 mm) related to the 

Sweetwater acquisition 

• Reported free cash flow, which includes cash provided by (used in) operating activities, and 

investment in capital and intangible assets, was negative US$12 mm, a notable improvement from 

US$65 mm in the prior quarter, and edging Aphria closer to its targeted free cash flow generation by 

3Q21 (2/21) 



• Cash (cash and equivalents + marketable securities) decreased 53% q/q to US$145 mm (32% cash to 

LTM revenue)  

o Reduced cash levels reflect use of ~US$260 mm (CAD 352 mm) towards the SweetWater 

acquisition, balanced by cash inflow of ~US$98 mm (CAD 127 mm) as a result of equity 

financing received in the quarter 

o Post-2Q21, Aphria closed financing of US$120 mm related to its recently completed 

SweetWater acquisition, including a US$20 mm revolving credit facility (undrawn) and a 

US$100 mm term debt (fully drawn), which is guaranteed by Aphria and secured by 

SweetWater assets 

o Following, pro-forma cash is reported to be US$245 mm (~CAD 320 mm) at pro-forma 55% 

cash to LTM revenue 

• Liquidity (cash + A/R) totaled US$219 mm (-41% q/q) at liquidity to LTM revenue of 49%  

o We estimate pro-forma liquidity of US$339 mm (76% of LTM revenue), reflecting the 

aforementioned capital raise and additional US$20 mm undrawn RCF 

• Gross debt increased to US$405 mm (+7% q/q), following incorporation of lease liabilities related to 

SweetWater operations 

• Net debt increased to US$260 mm (+42% q/q) at LTM net leverage of 9.5x (v. 3.6x at 1Q21) 

  
APHACN (US$MM) 2Q21 1Q21 4Q20 3Q20 2Q20 y/y q/q 
Net Revenue 122 108 109 110 91 34% 12% 
Adjusted EBITDA 10 7 6 4 1 563% 28% 
Adjusted EBITDA margin 8% 7% 6% 4% 2% 625bps 96bps         
Working Capital 15 (43) (9) (38) (28) (156%) (136%) 
Capex (15) (13) (20) (29) (20) (26%) 16% 
Lease Liability Payments (0) (0) (0) (0) (0) 77% 170% 

Free Cash Flow (excl. interest and taxes paid) 10 (49) (23) (63) (47) (121%) (120%)         
Cash (1) 145 307 361 384 375 (61%) (53%) 
Accounts Receivable 74 63 40 59 46 62% 17% 
Liquidity 219 370 401 443 420 (48%) (41%)         
ST Bank Debt 4 6 0 5 2 - (35%) 
ST Lease Liabilities 1 1 1 1 1 - 39% 
ST Debt, Other 12 8 6 5 5 152% 41% 
LT Lease Liabilities 35 4 4 4 4 - 685% 
LT Debt, Other 94 99 94 97 100 (5%) (4%) 
Convertible Debentures (2) 259 259 259 350 350 (26%) 0% 
Total Debt 405 378 365 462 461 (12%) 7% 
Net Debt 260 71 4 78 86 202% 267%         
LTM Net Revenue 449 418 405 392 338 33% 7% 
LTM Adj. EBITDA 27 19 13 7 (8) (425%) 42%         
LTM Gross Leverage 14.7x 19.5x 28.8x 68.6x n/a n/a (4.8x) 
LTM Net Leverage 9.5x 3.7x 0.3x 11.6x n/a n/a 5.8x         
Cash to LTM Revenue 32% 73% 89% 98% 111% (7,871bps) (4,111bps) 
Liquidity to LTM Revenue 49% 88% 99% 113% 124% (7,576bps) (3,976bps) 

  
(1) Cash and equivalents and marketable securities 

(2) Convertible debentures valued at par 
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DISCLOSURE APPENDIX 
  
REGULATION AC - ANALYST CERTIFICATION 
  
We, Megan McDonald and Matias Castagnino, CFA, certify that all of the views expressed in this report accurately reflect our personal 
views about the subject securities and issuers. We also certify that no part of our compensation was, is, or will be, directly or indirectly, 
related to the specific recommendations or views expressed by us in this report. 
  
COMPANY SPECIFIC DISCLOSURES 

  
This report may not be independent of BCP’s propriety interests.  BCP does business, and seeks to do business, with companies covered in 
BCP research. As a result, investors should be aware that BCP may have a conflict of interest that could affect the objectivity of this 
report.  Further, BCP may trade the securities (or related derivatives) that are the subject of this research report for its own account and for 
certain customers, and may from time to maintain long or short positions in the securities (or in related derivatives) of the companies 
mentioned in this report.  Such financial and trading interests may be contrary to any recommendation in the report.   
  
BCP’s salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to our clients and 
our proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research.   
  
MEANINGS OF RATINGS 
  
Top Picks Universe 
“Market Outperform” – The bond’s total return is expected to exceed the total return of the J.P. Morgan Corporate Emerging Markets Bond 
Index series (“CEMBI”) Broad Diversified High-Yield Index over the next 3 – 6 months. 
  
“Market Perform” – The bond’s total return is expected to be in line with the total return of the CEMBI Broad Diversified High-Yield Index 
over the next 3 – 6 months. 
  
“Market Underperform” – The bond’s total return is expected to be below the total return of the CEMBI Broad Diversified High-Yield Index 
over the next 3 – 6 months. 
  
“Not Rated” or no comment – Currently, the analyst does not have adequate conviction about the bond’s total return relative to the CEMBI 
Broad Diversified High-Yield Index over the next 3 – 6 months. 

  
Quasi Sovereign Universe 
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“Market Overweight” – The spread of the bond to its similarly duration sovereign controller bond is expected to decrease over the next 3 – 
6 months. 
  
“Market Weight” – The spread of the bond to its similarly duration sovereign controller bond is expected to remain unchanged over the next 
3 – 6 months. 
  
“Market Underweight” – The spread of the bond to its similarly duration sovereign controller bond is expected to increase over the next 3 
– 6 months. 
  
“Not Rated” or no comment – Currently, the analyst does not have adequate conviction about the bond’s spread to its similarly duration 
sovereign controller bond over the next 3 – 6 months. 

  
High Octane Universe 
“Speculative Buy” – Bonds that in our view have an equity investment risk profile and we think risk/return is significantly skewed to the 
upside  
  
“Positive” – Bonds that in our view have an equity investment risk profile and we think risk/return is skewed to the upside  
  
“Neutral” – Bonds that in our view have an equity investment risk profile and we think risk/return is balanced 
  
“Negative” – Bonds that in our view have an equity investment risk profile and we think risk/return is skewed to the downside 
  
“Speculative Sell” – Bonds that in our view have an equity investment risk profile and we think risk/return is significantly skewed to the 
downside 
  
Convertible Universe 
“Outright” – Convertible bonds that, in our view, present risk/return significantly skewed to the upside (3x upside v. 1x downside) 
  
“Swap” – Convertible bonds that, in our view, offer attractive volatility differential between implied volatility of the convertible bond option 
call  v. the 100D realized volatility and listed calls in the option market for the corresponding equity 
  
“Busted” – Convertible bonds trading with out-of-the-money option calls that, in our view, offer an attractive yield to maturity, relative to 
risk/return 
  
GENERAL RESEARCH DISCLOSURES AND DISCLAIMERS 
  
This report is intended only for institutional investors, and should not be redistributed to retail investors.  BCP research is not a solicitation 
or offer to buy or sell any security or financial instrument or to participate in any trading strategy.  The products mentioned in this report 
may not be eligible for sale in some states or countries. 
  
The analysts principally responsible for the preparation of BCP research receive compensation based upon various factors, including quality, 
accuracy and value of research, firm profitability or revenues (including overall investment banking revenues), client feedback and 
competitive factors.  The compensation of BCP analysts is not linked to specific investment banking or capital markets transactions by 
BCP.  Analysts employed by non-U.S. affiliates may not be registered with FINRA, may not be associated persons of BCP, and may not be 
subject to FINRA regulations regarding research related activities.   
  
BCP research is based on public information.  BCP makes every effort to use reliable, comprehensive information, but makes no 
representation that the information is accurate or complete.  Facts and views presented in BCP research have not been reviewed by, and 
may not reflect information known to, professionals in other BCP business areas, including investment banking personnel.  BCP analysts may 
interact with sales and trading desk personnel in connection with their research, including to ascertain pricing and liquidity in the fixed 
income markets. 
  
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering 
of securities or as agent of any issuer of any securities.  BCP has no authority to make any representation or warranty on behalf of the 
issuers.  BCP policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by 
an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.   
  
BCP may update its research reports and ratings as it deems appropriate, but has no obligation to do so.  BCP has no obligation to inform 
clients of any changes in facts, assumptions, opinions, estimates, or ratings.  Certain outstanding reports may contain discussions and/or 
investment options relating to securities, financial instruments and/or issuers that are no longer current.  Neither BCP nor any officer or 
employee of BCP accepts any liability whatsoever for any direct, indirect or consequently damages or losses arising from any use of this 
report or its contents. 
  
BCP research and ratings should not be used or relied upon as investment advice.  BCP research does not provide individually tailored 
investment advice.  BCP research has been prepared without regard to the circumstances and objectives of those who receive it.  BCP 
recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a 
financial adviser.  Investors should consider this report as only a single factor in making their investment decisions.  The appropriateness of 
an investment or strategy will depend on an investor’s circumstances and objectives.  The securities, instruments, or strategies discussed in 
BCP research may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of 
them.  Securities discussed in this report may be rated below investment grade and should therefore only be considered for inclusion in 
accounts qualified for speculative investment. 



  
The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, 
prepayment rates, prices, market indexes, operational or financial conditions of companies or other factors.  Past performance is not 
necessarily a guide to future performance.  Estimates of future performance are based on assumptions that may not be realized.  Investors 
may experience a loss of their original capital investment in such securities. 
  
International investing entails greater risk, as well as greater potential rewards compared to U.S. investing. These risks include political and 
economic uncertainties of foreign countries as well as the risk of currency fluctuations. These risks are magnified in countries with emerging 
markets, since these countries may have relatively unstable governments and less established markets and economies. 
  
Bonds are subject to interest rate risk. When interest rates rise, bond prices fall; generally the longer a bond's maturity, the more sensitive 
it is to this risk. Bonds may also be subject to call risk, which is the risk that the issuer will redeem the debt at its option, fully or partially, 
before the scheduled maturity date. The market value of debt instruments may fluctuate, and proceeds from sales prior to maturity may be 
more or less than the amount originally invested or the maturity value due to changes in market conditions or changes in the credit quality 
of the issuer. Bonds are subject to the credit risk of the issuer. This is the risk that the issuer might be unable to make interest and/or 
principal payments on a timely basis. Bonds are also subject to reinvestment risk, which is the risk that principal and/or interest payments 
from a given investment may be reinvested at a lower interest rate.  Bonds rated below investment grade may have speculative 
characteristics and present significant risks beyond those of other securities, including greater credit risk and price volatility in the secondary 
market.  
  
INTERNATIONAL DISCLOSURES 
  
Singapore: This report is distributed in Singapore by BCP Securities Asia Pte Ltd to accredited investors, expert investors or institutional 
investors only (as defined in the applicable Singapore laws and regulations and is not intended to be distributed directly or indirectly to any 
other class of person). Recipients of this report in Singapore are to contact BCP Securities Asia Pte Ltd in respect of any matters arising from, 
or in connection with, this report. BCP Securities Asia Pte Ltd is registered with the Accounting and Corporate Regulatory Authority. 
  
Spain: The report is distributed in Spain by  BCP European Agencia de Valores, S.A., supervised by the Spanish Securities Markets Commission 
(CNMV), and is written and distributed in accordance with rules of conduct for financial research under Spanish regulations.  This report is 
only intended for persons who are Eligible Counterparties or Professional Clients within the meaning of Article 78bis and Article 78ter of the 
Spanish Securities Market Act.  It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. There is 
no obligation to register or file any report and any supplemental documentation or information with the CNMV. Neither verification nor 
authorization or compliance revision by the CNMV regarding this document and related documentation or information needs to be fulfilled 
in accordance with the Spanish Securities Market Act. 
  
Brazil: This report is distributed in Brazil by BCP Securities Brazil (RJ) in accordance with applicable regulations.  No approval is required for 
publication or distribution of this report in Brazil.  The views expressed above accurately reflect personal views of the authors about the 
subject companies and their securities. The compensation of the equity research analyst(s) is indirectly affected by revenues deriving from 
the business and financial transactions of BCP.  Where a Brazil based analyst has taken part in the preparation of this research report, the 
Brazil based analyst whose name appears first assumes primary responsibility for its content from a Brazilian regulatory perspective and for 
its compliance with CVM Instruction 483. 
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Copyright 2021 BCP Securities, LLC.  All rights reserved.  This research report is prepared for the use of BCP clients and may not be 
redistributed, retransmitted or disclosed, in whole or in party, or in any form or manner, without the express written consent of BCP.  Any 
unauthorized use or disclosure is prohibited.  Receipt and review of this research report constitutes your agreement not to redistribute, 
retransmit, or disclose to others the contents, opinions, conclusions, or information contained in this report (including any investment 
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