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e In Q2-FY2022 (quarter ended December 2021), AYUR reported  HeadofResearch
$3.2M in revenue, up 106% YoY and 73% QoQ, beating our
expectations due to faster than expected roll out of its 2.0

products.

Dushan Ratkovic, HBCom
Equity Analyst

e AYUR’s products are now sold in Ontario, New Brunswick,

Saskatchewan, Manitoba, and Alberta (previously only New
Brunswick and Saskatchewan).

Revenue from white label services was in-line with expectations,
but bulk oil sales fell below expectations due to continued sector-
wide declines in product prices amid rising competition and

AYUR Price and Volume

excess supply. :
e Strong revenue led to improved gross margins and EBITDA in Q2. i
e Due to enhanced distribution, we are expecting stronger revenue in  *Sinceshares started trading (April 2021)
Q3-FY2022 (ended March 2022). Management is planning to launch
additional 2.0 products. gl sl
e The recreational cannabis market in Canada is expected to grow
from $2.6B in 2020, to $8.6B by 2026 (Statista). We are expecting
a shift in market sentiment towards the sector this year. The

Company Data

g 52-Week Range $0.12 - $0.75
sector was out of favor in the past 12 months. HMMJ (TSX: Shares O/S 122M
HMMJ/cannabis index) is down 15% YTD, and 58% YoY. We Market Cap. $20M
continue to believe that the market is overlooking fundamentally e A

i (forward) 10.2x
strong companies, such as AYUR. P/B 2.9
Key Financial Data (C$) 2021 2022E 2023E
YE June 30
Cash 725,016 2,212,159 5,107,549
Working Capital 3,859,132 7,444,166 11,878,204
Total Assets 6,677,006 11,700,302 16,914,761
Total Debt 73,359 73,359 73,359
Revenue 7,633,656 12,412,256 20,017,120
Net Income (278,360) 1,976,716 4,764,902
EPS (basic) (0.00) 0.02 0.04

*See last page for important disclosures, rating, and risk definitions. All figures in C$ unless otherwise specified.
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Revenue up 106%
YoY, and 73% QoQ,
to $3.2M, beating
our expectations
due to stronger than
expected 2.0
product sales

Higher revenue led
to stronger gross
profit, EBITDA, and
adjusted net income
(both QoQ and YaoY)

SG&A expenses
were higher than
expected

FCF down in
FY2022 (6M) due to
inventory build-up,
anticipating stronger
sales in H2-FY2022

Strong balance
sheet with $5.9M in
working capital, and

minimal debt

Can raise up to
$2.32M

Lowering our
FY2022 EPS
forecast (higher
SG&A expenses,
partially offset by
higher revenue),
while raising our
FY2023 forecast
(higher revenue,
partially offset by
higher SG&A
expenses)

Q2 Financials

Statements of Operations ($)

Q3-2021 Q4-2021 Q1-2022 Q2-2021 Q2-2022

Trade sales - (bulk oil sales) 2,202,484 1,916,862 1,040,186 1,282,907 1,507,925 25% 54%
Pracessing fees - (white-label sales) 424032 742225 825692 277166 1,022,057 269% 24%
Product sales - (2.0 product sales) 599,426
Revenue 2,626,516 2,659,087 1,865,878 1,560,073 3,219,408 106% 73%
Gross Profit 1,842,161 2,302,569 930,994 302,132 1,805,250 498% 94%
EBITDA 1,011,031 1,206,864 168,126 (34,335) 809,021 2456% 381%
*Adjusted Net Income (Net Loss) (974,617) 1,040,101 124,703 (215,123) 584,667 372% 369%
EPS (0.009) 0.012 0.001 (0.003) (0.002)
“adjusted for non-cash expenses
Gross 54% 53% 21% 50% 19% 56%
EBITDA 19% 24% 6% 9% -2% 25%
EBIT 19% 24% £% 9% 2% 25%
Net 2% 18% 27% 7% 14% 5%
Summary of Cash Flows ($)
YE June 30 6M-2021 6M-2022
Cash Flows from Operations 92,380 (879,712)
Cash Flows from Investing (240,302) (192,091)
Cash Flows from Financing (39,686) 2,233,604
Net Change (187,608) 1,161,801
FOREX
Free Cash Flows (147,922) (1,071,803)
Liquidity and Capital Structure ($) 2021 Q1-2022 Q2-2022
YE June 30
Cash 725,016 976,194 1,886,817
Working Capital 3,859,132 3,963,116 5,850,174
Current Ratio 3.46 3.29 3.16
LT Debt 40,000 40,000 40,000
Total Debt (incld. related party) 73,359 58,900 58,900
Total Debt / Capital 2% 1% 1%
LT Debt / Capital 1% 1% 1%

Source: Company Filings, FRC

Stock Options and Warrants

3.11M options (weighted average exercise price of $0.17), and 24.92M warrants
(weighted average exercise price of $0.19) are outstanding. 2.41M options and
14.42M warrants are in-the-money, implying a potential to raise up to $2.32M if
exercised.

FRC Projections

FY2022E (Old) FY2022E (New) FY2023E (Old)  FY2023E (New)

Revenue $12,075,000 $12,412,256 18,750,000 $20,017,120

EBITDA $3,250,200 52,649,188 $6,232,740 56,369,238

Net Income $2,385 417 §1,976,716 $4 542 763 54,764,902

EPS $0.03 $0.02 $0.04 $0.04
Source: FRC
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2022E (Q3-Q4) 2023F 2024E 2025E Terminal
EBIT{1-tax) 1,261,045 4770404  10,427319 14,463 612
Non-Cash Expenses 114,208 189,138 203,680 503,037
Change in Working Capital (1283,065)  (1,538,640)  (2,140,059) (4,513 255)
Cash from Operations 92,128 2,400,391 8,482,430 10,453,394
) CAPEX {500,000) (500,000) (500,000) (500,000
DCF valuation of  gree cash Flow (407,812) 2,900,891 70982439 9953394
$0.72 per share  Present value (371,061) 2 356 663 5790,080 5445175 73,772,896
(previously $0.70)
Discount Rate 12%
Terminal Growth 3%
Present Value 87,004,759
Cash - Debt 1,827,917
Fair value 89,222 676
Shares OIS (diluted) 124,465,005
DCF Value per Share (C$) $0.72
Compan EVIR
High Fusion Inc. 13.1
AYUR is trading at Adagtra Holdings . 114
1.5x revenue Radient TEEhﬂ.D|DQIES Inc. 54
(unchanged) vs the Mextleaf Solutions Ltd. 6.6
comparables Valens 22
average of 3.7x Meptune 1.6
(previously 3.9x), Ayurcann (forward) 15
implying a 59% MediPharm Labs 03
discount Average 3.7
Median 4.4
Fair Value of Ayurcann $0.38

Source: FRC, S&P Capital 1Q

We are reiterating our BUY rating, and adjusting our fair value estimate from
$0.55 to $0.56 per share (the average of our DCF and comparables
valuations). We are expecting a stronger Q3, and a shift in investor-sentiment this
year.

Risks
We believe the company is exposed to the following risks (list is non-exhaustive):

Maintaining arisk 3 Operates in a highly regulated industry subject to government intervention.
rating of 4 5 Highly competitive market.
» No guarantee that the company will continue to attract clients for tolling/white-
label services.
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Appendix

STATEMENTS OF OPERATIONS ($) 2021 2022E 2023E

YE June 30

Revenue

Trade sales - (bulk oil sales) 5,788,603 $6,300,000 $10,800,000

Processing fees - (white-label sales) 1,845,053 $4,200,000 $5,250,000

Product sales (In-house brands) $1,912256  $3,967.120

Total Revenues 7,633,656 12,412,256 20,017,120

COGS 3,006,939 5795515 9,270,204

Gross Profit 4,626,717 6,616,741 10,746,916

SG&A 2,323,549 3,833,856 4217241

Share-based compensation 133,697 133,697 160,436

EBITDA 2,169,471 2,649,188 6,369,238

D&A 10,162 6,231 8,700

EBIT 2,159,309 2,642,957 6,360,538

Net financing expense 315,182 7,336 7,336

Transaction costs 1,888,434

Other income 101,394

EBT 57,087 2,635,621 6,353,203

Income tax expense 335,447 658,905 1,588,301

Unusual/Non-recurring expense

Net Income (Net Loss) (278,360) 1,976,716 4,764,902

EPS (0.003) 0.02 0.04
BALANCE SHEET ($)
YE June 30 2021 2022E 2023E
Assets
Cash 725016 2212159 5,107 549
Prepaids 308 467 277,620 305,382
Receivables 2,059 491 3,103,064 6,005,136
Harmonized sales tax recoverable 20,880 20,880 20,8680
Inventory 2,316,979 4,346,636 3,244,571
Current Assets 5,430,833 9,960,360 14,683,518
PP&E and ROU assets 1,246 173 1,739.942 2231242
Total Assets 6,677,006 11,700,302 16,914,761
Liabilities & Shareholders' Equity
Trade and other payables 1,083,938 2,028,430 2,317,551
Due to related parties 33,359 33,359 33,359
Income tax payable 335,447 335,447 335,447
Current portion of lease liabilities 118,957 118,957 118,957
Current Liabilities 1,571,701 2,516,193 2,805,314
Lease liabilities 316,083 284 475 284 475
Long term debt 40,000 40,000 40,000
Total Liabilities 1,927,784 2,840,668 3,129,789
Equity 5914 022 7,914,022 7,914,022
Confributed surplus 851,454 985,151 1,145 587
Deficit and AQCI (2,016,254) (39,539) 4,725,363
Total Liabilities and Shareholder's Equity 6,677,006 11,700,302 16,914,761
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STATEMENTS OF CASH FLOWS ($)

YE June 30 2021 2022E 2023E
Operating Activities

Net loss for the period (278,360) 1,976,716 4,764,902
ltems not involving cash

D&A 271,644 6,231 8,700
Accrued interest

Accretion of finance costs 292 410

Shares issued for advertising services

Interest on right-of-use assets 48,162

Transaction costs -RTO 2113792

Amortization of deferred lease inducement

Shares for services

Share-based compensation 133,697 133,697 160,436
FFO 2,581,345 2,116,644 4,934,038
Prepaid expenses (297 ,144) 30,847 (27,762)
Accounts receivable and other receivables (1,709124) (1,043 573) (2,902,072)
Harmonized sales tas recoverable (23,209) - -
Income taxes 335,447

Inventory (2,035,034) (2,029,657) 1,102,065
Accounts payable and accrued liabilities 949152 944 492 289121
Changes in WC (2,779,907) (2,097,891) (1,538,649)
Cash from (used in) Operations (198,562) 18,752 3,395,389
Financing activities

Equity 672,476 2,000,000

Debt (134,589) - -
Lease (31,608) -
Cash provided by Financing Activities 537,887 1,968,392 -
Investing activities

Cash acquired on RTO 872232

PP&E (508,986) (500,000) (500,000)
Cash used in Investing Activities 363,246 (500,000) (500,000)
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Fundamental Research Corp. Equity Rating Scale:

Buy — Annual expected rate of return exceeds 12% or the expected return is commensurate with risk

Hold — Annual expected rate of return is between 5% and 12%

Sell — Annual expected rate of return is below 5% or the expected return is not commensurate with risk

Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events.

Fundamental Research Corp. Risk Rating Scale:

1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operates in a regulated industry. The
future outlook is stable or positive for the industry. The company generates positive free cash flow and has a history of profitability. The capital structure is conservative with
little or no debt.

2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive. The industry and company are relatively less sensitive to
systematic risk than companies with a Risk Rating of 3. The company has a history of profitability and has demonstrated its ability to generate positive free cash flows (though
current free cash flow may be negative due to capital investment). The company’s capital structure is conservative with little to modest use of debt.

3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk. The industry may be cyclical. Profits and cash flow are sensitive to
economic factors although the company has demonstrated its ability to generate positive earnings and cash flow. Debt use is in line with industry averages, and coverage ratios
are sufficient.

4 (Speculative) - The company has little or no history of generating earnings or cash flow. Debt use is higher. These companies may be in start-up mode or in a turnaround
situation. These companies should be considered speculative.

5 (Highly Speculative) - The company has no history of generating earnings or cash flow. They may operate in a new industry with new, and unproven products. Products may
be at the development stage, testing, or seeking regulatory approval. These companies may run into liquidity issues and may rely on external funding. These stocks are
considered highly speculative.

Disclaimers and Disclosure

The opinions expressed in this report are the true opinions of the analyst about this company and industry. 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. A related party of FRC owns shares/securities of the subject
company, but does not make a market or offer shares for sale of the subject company, and does not have any investment banking business with the subject company.
The Analyst does not own shares of the subject company. Fees were paid by AYUR to FRC. The purpose of the fee is to subsidize the high costs of research and
monitoring. FRC takes steps to ensure independence including setting fees in advance and utilizing analysts who must abide by CFA Institute Code of Ethics and
Standards of Professional Conduct. Additionally, analysts may not trade in any security under coverage. Our full editorial control of all research, timing of release of
the reports, and release of liability for negative reports are protected contractually. To further ensure independence, AYUR has agreed to a minimum coverage term
including an initial report and three updates. Coverage cannot be unilaterally terminated. 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.

The distribution of FRC’s ratings are as follows: BUY (69%), HOLD (5%), SELL / SUSPEND (26%).
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 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. A
report initiating coverage will most often be updated quarterly while a report issuing a rating may have no further or less frequent updates because the subject company is likely
to be in earlier stages where nothing material may occur quarter to quarter.

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. Itis 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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