Equity Research

Cresco Labs, Inc.7,11

BUY

CL-CSE

Last:
Target:

January 23, 2020

FLASH: CL propels its liquidity position to
amongst the strongest in the industry

Share Statistics

 CL announced this morning a credit agreement for a senior secured
term loan of up to $200m, with a first tranche of $100m expected to
close by Jan. 30, 2020. The agreement provides for a mutual option to
increase the size of the facility to its maximum of $200m. The loans
carry a term length of 18 or 24 months (at the lenders’ option) and
feature an annual coupon of 12.7% or 13.2% respectively.

Market capitalization (mm)

 CL intends to use the loan proceeds to support the company’s expansion
in IL, fund cash requirements to close and integrate pending
acquisitions, and execute on other growth initiatives in key states.

C$8.54
C$20.00

Shares o/s (mm, basic/f.d.)

366.1/392.4

52-week high/low
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Projected return

134%
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Impact: Positive – Strong US cannabis operators can secure necessary growth capital
 Attractive cost of capital of ~13%. We highlight this credit agreement features straight debt with no attached warrants,
translating to an attractive cost of capital of ~13% for CL on this funding. Notably, this cost is in line with the most recent
comparable debt financing (with similar structure and size) announced by a US MSO, and amongst the lowest in the
industry seen to date. We estimate similar straight debt financings have offered capital costs in the range of 11%–15%
(inclusive of attached warrants), while carrying somewhat longer terms to maturity (~3–5 years).
 Pro-forma cash estimated at ~$275m, amongst strongest in industry. Today’s announcement presents CL’s largest
financing thus far, and propels the company’s pro-forma liquidity position to match the strongest in the US cannabis
industry currently. In the near term, we estimate CL should have access to ~$275m in available funds, including only the
initial $100m drawdown from the secured term loan, and pro-forma for: 1) M&A in NY (Valley Ag), MA (Hope Heal
Health), and CA (Origin House), 2) cash portions of sale-leaseback deals, and 3) proceeds from recent equity financings
(Origin House, Tryke). This analysis does not include cash required for expansion, however we note ~$70m of CL’s future
CAPEX is fully paid for by its sale-leaseback partners.
 No liquidity crunch for strong US operators. CL’s secured term loan presents the US cannabis industry’s second large,
favorably structured debt financing in as little as one month. In our view, this not only provides a strong endorsement of
the healthiness in CL’s business, but more importantly reinforces our view that strong US cannabis operators are not
currently facing a liquidity crunch. We estimate that in aggregate since Oct. 2019, public US cannabis operators have now
raised ~$900m–1b in new capital only from debt and sale-leaseback deals. Hence, we believe investor concerns over
operators’ near-term liquidity should be alleviated by the recent string of successful non-dilutive capital raises by several
MSOs under coverage.

Recommendation: Maintain BUY rating and C$20.00 target
Prepared by Stifel Nicolaus Canada Inc.
Stifel does and seeks to do business with companies covered in its research reports. As a result, investors should be aware
that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this
report as only a single factor in making their investment decision.
All relevant disclosures and certifications appear on the last three pages of this report.
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The superscript(s) following the issuer name(s) mentioned in this report refers to the company-specific disclosures below. If
there is no such superscript, then none of the disclosures are applicable and/or required.
Company-Specific Disclosures:
1. Stifel Canada or an affiliate has, within the previous 12 months, provided paid investment banking services to the issuer.
2. Stifel or an affiliate act as corporate broker and/or adviser to the Company.
3. Stifel Canada or an affiliate owns 1% or more of this issuer’s securities.
4. An officer, director, or an employee of Stifel Canada or an affiliate is on the board of directors of the Company.
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associated with the analyst’s site visit to its operations.
7. The analyst has viewed the material operations of this issuer.
8. The analyst and/or a member of their household has a position in this issuer's securities.
9. A member of the Board of Directors of this issuer is also a member of the Board of Directors of Stifel Canada.
10. The analyst owns this issuer's securities in a managed account but has no involvement in the investment decisions for
that managed account.
11. Stifel Canada or an affiliate managed or co-managed a public offering of securities for the subject company in the past 12
months.
12. Stifel Canada or an affiliate expects to receive or intends to seek compensation for investment banking services from the
subject company in the next three months.
13. Stifel Canada or an affiliate is a market maker or liquidity provider in the securities of the subject company.
Stifel Canada Analysts are compensated competitively based on several criteria. The Analyst compensation pool is comprised
of several revenue sources, including secondary trading commissions, new issue commissions, investment banking fees, and
directed payments from institutional clients.
The Stifel Canada research recommendation structure consists of the following ratings:
Buy: A Buy rating reflects 1) bullish conviction on the part of the analyst; and 2) typically a 15% or greater return to target.
Speculative Buy: A Speculative Buy rating reflects 1) bullish conviction on the part of the analyst accompanied by a
substantially higher than normal risk, including the possibility of a binary outcome; and 2) typically a 30% or greater return to
target.
Hold: A Hold rating reflects 1) a lack of bullish or bearish conviction on the part of the analyst; and 2) typically a return of 0 to
20%.
Reduce: A Reduce rating reflects 1) bearish conviction on the part of the analyst; and 2) typically a 5% or lower return to
target.
Tender: Clients are advised to tender their shares to a takeover bid or similar offer.
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Please visit the Research Page at www.Stifel.com/Research for the current research disclosures.
The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is
not a complete summary or statement of all available data, nor is it considered an offer to buy or sell any securities referred
to herein. Opinions expressed are subject to change without notice and do not take into account the particular investment
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performance should not and cannot be viewed as an indicator of future performance.
As a multi-disciplined financial services firm, Stifel regularly seeks investment banking assignments and compensation from
issuers for services including, but not limited to, acting as an underwriter in an offering or financial advisor in a merger or
acquisition, or serving as a placement agent in private transactions.
Affiliate Disclosures
This report has been prepared by Stifel Nicolaus Canada Inc. (“Stifel Canada”), which is authorized and regulated by the
Investment Industry Regulatory Organization of Canada (“IIROC”).
“Stifel”, shall include our group affiliate companies: (i) Stifel, Nicolaus & Company, Incorporated (“SNC”); (ii) Keefe, Bruyette
& Woods, Incorporated (“KBWI’’), which are both U.S. broker-dealers registered with the United States Securities and
Exchange Commission (“SEC”) and members of the Financial Industry National Regulatory Authority (“FINRA”), respectively;
(iii) Stifel Nicolaus Europe Limited (“SNEL”), which is authorised and regulated by the United Kingdom Financial Conduct
Authority (“FCA”) (FRN 190412) and is a member of the London Stock Exchange and also trades under the name Keefe,
Bruyette & Woods Europe (“KBW Europe”); (iv) our MainFirst affiliates(collectively “MAINFIRST’’): MainFirst Bank AG, which
is regulated by the German Federal Financial Services Authority (Bundesanstalt für Finanzdienstleistungsaufsicht; “BaFin”),
MainFirst Schweiz AG, which is regulated by the Eidgenössische Finanzmarktaufsicht (“FINMA”), and MainFirst Securities US
Inc. which is a U.S. broker-dealer registered with the SEC and a member of FINRA; and (v) Stifel Nicolaus Canada, Inc. ("Stifel
Canada") which is authorised and regulated by Investment Industry Regulatory Organization of Canada (IIROC), and also
trades under the names Stifel GMP & Stifel First Energy.
Registration of non-US Analysts: Any non-US research analyst employed by Stifel Canada contributing to this report is not
registered/qualified as a research analyst with FINRA and is not an associated person of the US broker-dealer and therefore
may not be subject to FINRA Rule 2241 restrictions on communications with a subject company, public appearances, and
trading securities held by a research analyst account.
Country Specific and Jurisdictional Disclosures:
Canada: Stifel Canada is a member of IIROC and a participant of the TSX, and TSX Venture Exchange. 145 King Street West,
Suite 300 Toronto, Ontario M5H 1J8 Tel: (416) 367-8600.
United States: Research produced and distributed by Stifel Canada is distributed by Stifel Canada to "Major US Institutional
Investors" as defined in Rule 15a-6 under the US Securities Exchange Act of 1934, as amended.
UK and European Economic Area (EEA): This report is distributed in the EEA by Stifel Canada. Research produced by Stifel
Canada is not intended for use by and should not be made available to non-professional clients.
In jurisdictions where Stifel is not already licensed or registered to trade securities, transactions will only be affected in
accordance with local securities legislation which will vary from jurisdiction to jurisdiction and may require that a transaction
is carried out in accordance with applicable exemptions from registration and licensing requirements. Non-US customers
wishing to effect transactions should contact a representative of the Stifel entity in their regional jurisdiction except where
governing law permits otherwise. US customers wishing to effect transactions should contact their US salesperson.
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Other countries: circulation of this report may be restricted by laws and regulations in other countries and persons in receipt
of this document must satisfy any relevant legal requirements in that country.
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