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Location 
HQ: Toronto, Canada  
Incorporated: Jan 2013, originally as PharmaCan 
Symbol: CRON 
Facilities: Ontario (84%), British Columbia, Israel, Australia 
Exchanges: TSX, OTC 
 
CEO: Michael Gorenstein 
 
Focus: Cronos is a vertically integrated cannabis company that invests in, and partners with, 
cannabis producers. These are in federally legal markets (not USA), and are typically Canadian co’s. It 
has two medical cannabis brands: Peace Naturals (Ontario) and OGBC (British Columbia). Both are 
licensed producers. Cronos is geographically diversified and vertically-integrated, with a presence on five 
continents. Its main activities are currently in Canada and Germany.  
 
Its strategy has four elements: 

- building efficient global production 
- developing global sales network and revenue 
- developing intellectual property to build enduring margin 
- growing a portfolio of consumer brands with customer loyalty 

 
Size:  
Market Cap: $1.9 bil  
Enterprise Value:  $1.6 bil 
Market cap rank (industry): 5th of 200+ 
Market cap rank (cultivators):     3rd of about 40 
# of employees: 103 
 
Markets:  
Primary: Canada  
Secondary: Germany, Australia  
 
Subsidiaries, Interests: Strong 
Majority Subsidiaries:  

 



Cronos has six joint ventures, in Canada, Israel, Australia, Colombia, and other minority interests. 
 
-Owns 50% of NatuEra, since August 2018. This is a JV with AGI, a Colombian agricultural services 
provider with expertise managing industrial scale horticultural operations. NatuEra will build a grow facility 
and export cannabis medical and consumer products to Latin American and global markets. Has a 5-year 
license to cultivate non-psychoactive cannabis plants. Waiting for a license to cultivate psychoactive 
cannabis. Operations will begin after getting all licenses. Revenue appears to be several years out. 
  
-Owns 50% of Cronos GrowCo since July 2018. This is a JV with investors led by Bert Mucci a Canadian 
greenhouse operator. Each has equal seats on the Board. GrowCo is building an 850,000 sf greenhouse 
on 100 acres bought by GrowCo in Kingsville, Ontario. Once operational, it will produce up to 70,000 
kilograms of cannabis annually. Completion expected in second half of 2019, it must then be licensed, 
plant, grow, harvest, distribute, etc. Expect revenue no earlier than 2020. GrowCo will use debt to fund a 
portion of the facility build-out.  
 
- owns a 50% of Cronos Australia, will build a 20,000 sf indoor facility to produce 2,000 kgs annually. 
- owns a 50% interest in MedMen Canada, focusing on branding, R&D and creating a retail chain in 
provinces that permit private retailers. Medmen does not produce cannabis, will buy from Cronos. 
 
- in March 2018, Cronos entered a joint venture with MedMen Enterprises USA, LLC.  
 
Operations: 
Cultivation: Strong  
Current production: just attained a 40,0000 kgs/year rate on 350,000 sf of grow space (Ontario, BC) 
Future capacity (2020): 117,000 kgs/year on 1,270,000 sf of grow space (ON, Aus, Israel—Columbia not  

yet known). Over half of this capacity will be held in 50/50 joint ventures. 
 
Currently most of the production is grown indoors, in Ontario, a more expensive (but potentially higher 
quality) production than greenhouses allow. They are shifting future capacity to 50/50 JVs with focus on 
greenhouses. When all capacity is built (2020), including a lot more in Ontario, and eventually some in 
Columbia, at least 65% will be grown in 50/50 owned greenhouses, a less expensive production.  
 
Cronos’ total planned capacity of 117,000 kgs per year (not including Columbia), when attained in 2020, 
may make it one of the larger Canadian producers (thought much will be 50/50 owned). 94% of its 
production will be in Ontario, the rest in BC, Israel, and Australia. (If Columbia is a large grow space, it will 
change this ratio.) 
 
The British Columbia facility belongs to OGBC, including 13 licensed acres on 30 total acres.  
 
Total Canadian market size is estimated at between 600,000 kgs ($4.8 billion) and 1 million kgs/year, ( 
$$8-10 billion in revenue in a few years). Recent estimate of total industry inventory was about 300,000 
kgs, implying a large shortfall currently. 
 
Distribution: Neutral 
Currently, Cronos Group sells dried cannabis, pre-rolls and cannabis oils through wholesale and 
direct-to-consumer channels under its medical cannabis brand, Peace Naturals and its adult-use 
recreational brands, Cove and Spinach.  
 
Direct sales: yes 
Store networks: they are building a network through OGBC  
Supply agreements: with 4 provinces:  Ontario, British Columbia, Nova Scotia and Prince Edward  

Island, representing over 50% of Canada’s 39 million population 
 

 



Integration/Diversification:  
Vertically integrated: Yes (production and retail distribution) 
Horizontally diversified: Not much.  
 
Financials:   Neutral 
 
CAD$ 3 mos ending Mar 2018 9 mos ending Mar 2018 
Revenue 
Revenue per share 
Production costs 
Gross profit before adjustments 
Gross margin 
Operating profit (loss) 
Income after taxes 

$3.7 mil 
0.03 
$1.7 mil 
$2.1 
55% 
($4.9 mil) 
($7.3 mil) 

$10.1 mil 
 
$4.5 mil 
$5.6 mil 
46% 
($6.6 mil) 
($7.6 mil) 

Outstanding shares (diluted) 
EPS (diluted) 
Cash 

177 mil 
0.04 
$41 mil 

 
0.04 

 
Revenue rank among cultivators: About 15th 
Revenue growth (QoQ): +10%  
Average revenue per gram $7.19 
Total cost per gram: $3.31 
 
Management: Strong 
CEO: Michael Gorenstein, salary $200k 
CFO: William Hilson 
COO: David Hsu, salary $180k 
 
Branding: Strong 
They rebranded Peace Naturals in Q1 2018, with new packaging, logo and marketing materials, a revised 
website with a new shopping portal experience, and new products such as strain specific oils and limited 
edition cultivars.  
 
Valuation: Weak (high priced) 
Current share price: $10.74  
Price to Sales: 218 (Tobacco industry = 5) 
Price to book 11 
EV / revenue: 182  
EV / revenue rank in industry:  
 
Financings: Strong 
Raised $46.0 mil in Q1 and an additional $109 million in April 2018.  
 
Risks: There are many risks in cannabis investing. Cronos is risky because it is competing in a 
new market with many competitors, the marketplace is rapidly changing, and it is high priced.  
 
Recommendation: Weak 
 
In February 2018, Cronos Group became the first Canadian licensed producer to list on a major stock 
exchange in the United States, bringing it to the attention to more potential buyers. This is good for a 
company but can lead to it being over bought and over-priced.  
 

 



In terms of revenue, Cronos is still small compared to large competitors. In the three quarters of 2018, 
Cronos increased revenue 10% each quarter, from about $3 million to $3.7 million. This is a small volume 
and a modest growth rate compared to competitors. It must accelerate, or be left behind. Like most 
competitors, it does not yet report a positive income, losing $7 million in the last quarter due to its 
continued expansion expenses. 
 
However, this revenue picture could change quickly. Cronos looks poised to significantly increase 
production and hopefully revenue in the coming few quarters. With the recent completion of its Building 4 
in Ontario, it claims to have existing facilities able to produce at a pace of 40,000 kgs per year. When will 
it get running at this pace? We roughly estimate it can reach this pace by mid-2019, which means that by 
a year later, in mid 2020—if it can sell all that cannabis, always a big if when looking forward so far in a 
new market—it will have generated a lot of revenue.  
 
In the past, they have sold more of their volume at wholesale than at retail, but we think they are changing 
this ratio to be more balanced. If they can sell half of this 40,000kgs at retail for $8/gram, and half of it 
wholesale, at $4/gram, they will have brought in $240 million in revenue by mid-2020.  
 
What will this do to the stock price? 
 
The current stock price, at $10.74, creates a price to sales ratio of an astronomical 218, over 40 times the 
tobacco industry, which we think is a decent proxy of where the cannabis growing industry might 
eventually settle. This means that its stock is currently priced for revenue of about $650 million. 
 
So, generating revenue of $240 million by mid-2020 is not even half of what we think it needs to generate 
to even justify its current stock price on a solid long-term, profit-grounded basis.  
 
This doesn’t mean that the stock can’t go up further than it is today for a period of time. We just think if it 
does, it will continue to be on the highly speculative basis that it is today, where it can easily fall when 
investors lose faith in its future plan. With fundamental analysis, we try to predict where the stock price 
will rest on a more solid and reliable basis justified on actual revenues and income, not investor faith in 
the future income.  
 
It’s true, Cronos has plans to build even more capacity than the 40,000 kgs per year that it is about to 
bring online—upwards of 100,000 kgs eventually. This could substantially increase its revenue picture in 
the coming years. However, that capacity will likely take even longer to bring online, and by that time, 
many other competitors will have also brought more capacity online. Then, the global cannabis market, 
which is rapidly changing, will be very different than we can speculate today. 
 
For these reasons, based on what we know today, we think the stock is currently overpriced at around 
$10, and we cannot say that the price will likely go up and stay up in the long term based on projected 
revenue and profits. We would wait until the stock was half its current price to get interested. 
 
Sources: 
Yahoo finance Cronos page 
Cronos MD&A Q1 2018 
Cronos press release May 15, 2018  
MBD, Market Factbook, Overview, p. 10 
Cantech letter May 17, 2018 

 

https://finance.yahoo.com/quote/CRON/key-statistics?p=CRON
https://thecronosgroup.com/wp-content/uploads/2018/05/Cronos-Group-Inc-Q1-2018-MDA_FINAL.pdf
https://thecronosgroup.com/cronos-group-inc-announces-first-quarter-2018-results/
https://mjbizdaily.com/wp-content/uploads/2017/05/Factbook2017ExecutiveSummary.pdf
https://www.cantechletter.com/2018/05/cronos-group-is-still-a-buy-gmp-says/

