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Downgrading to Neutral 

Summary: Lack of progress (EBITDA wise) in the company’s two divisions (vape hardware; plant-

touching), higher debt levels at this stage than we had expected, and uncertainty about Jupiter’s 

(vape hardware) evolving business model, make us more cautious in the medium term. So, we are 

downgrading to Neutral from Overweight. The valuation thesis (attractive) remains valid, with TILT 

at 0.8x CY24 EV/sales compared with 1.9x for the MSO group, but lack of near-term catalysts, 

combined with below average margins, debt load, and lingering challenges in the vape hardware 

unit, now justify the valuation discount, in our view. Upside could come from Smoore Holdings 

outright buying the Jupiter business, but lack of visibility on this happening and on hypothetical 

deal terms, are not enough to justify a more active investment stance at present, in our judgement. 

Brief 2Q24 recap. Jupiter sales fell 42% seq due to a partial shift to a distribution-based model, 

with Jupiter “proforma” sales stable as per our estimates. Sales in the plant touching business were 

up 5% seq. However, total reported gross profits fell 39% to $4.3Mn, and adj EBITDA went from 

break-even to -$1.2Mn (-4.5% of revenues). Net debt increased to $59Mn vs. $49Mn at the end of 

CY23. Management is focused on cutting costs and improving cash flow and shifting the vape 

hardware unit (Jupiter) to a more asset-light model. Although cash opex has been declining and 

has stabilized at ~$8Mn per quarter, that is still 2x gross profits. Bigger picture, we do not believe 

the current state of affairs is sustainable and welcome the move to a more asset-light model, even 

though the ultimate EBITDA impact is unclear to us. 

Jupiter’s challenges. We would not fault TILT for Jupiter’s challenges and would put the blame on 

Smoore Holdings (via its CCELL division) for being slow to adapt to the evolving vape market in US 

cannabis, where other companies have been gaining share, by astutely exploiting new market 

opportunities and offering better prices (see report xcxxx for a longer explanation). Two of CCELL’s 

four US distributors are public (TILT and Greenlane), and their reported financials reflect market 

share erosion and lower profit margins. More recently, Smoore’s strict payables policies, have 

further hampered TILT (to the point it is now in the process of negotiating forbearance agreements 

with its creditors). While Jupiter says recent innovation (both from Smoore’s CCELL unit as well as 

proprietary from Jupiter) and a sales division reorganization (“to adapt to new market realities”) 

have helped with customer retention, the current situation is not entirely sustainable, in our view. 

Indeed, starting in 2Q24, Jupiter’s five larger customers (which accounted for >40% of sales last 

year), have shifted to a direct purchasing model, with Smoore handling the working capital part, 

and Jupiter managing the relationships and gaining a commission (i.e., a fee-based distribution 

model). In part, this explains the 42% qoq drop in Jupiter’s reported sales in 2Q24. Management 

says the new arrangement may be temporary (a “reprieve”, to be reassessed in one year) and that 

it should be EBITDA neutral (although gross profits were down close to 40% for Jupiter, as per our 

estimates, in 2Q24). The nature of the new arrangement may also help with a more “just-in-time” 

(JIT) ordering model. Let’s see how the new model evolves... In our view, Smoore should buy the 

US distributors (we do not think the value of Jupiter is reflected in the TILT valuation), and retain 

the key people/divisions that manage the key customer relationships and set up a US structure 

that can deal with small and large accounts (buying on a customized and or off the shelf basis). The 
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current model of four distributors (not so well-funded) competing against each other (and against 

non-CCELL vendors) never made sense to us.  

Plant-touching cannabis (PTB) unit. The business is comprised by three stores in MA (2 with rec 

services) plus wholesale in MA, PA, and OH (cultivation in PA/MA; only processing in OH). Retail 

accounts for >20% of total PTB revenues; about 80% of MA production goes to 3rd party stores (Old 

Pal is a leading brand). Prices pressures in MA/PA and more stores in MA (leading to revenue/store 

dilution) explain the 16% yoy drop in total PTB sales. That said, management says underlying gross 

margins have been improving on brand portfolio adjustments (pruning), new brands (Level; Eddie 

Parker in PA), and cost cuts. In fact, with sales up 5% qoq, it would seem sales trends are stabilizing. 

TILT has rec optionality in PA (it also has an arrangement to add med stores in the meantime with 

a larger operator) and depending on new rules it may also be able to add stores in OH’s new rec 

market (due to funding, we assume it would pursue a similar deal as in PA). In OH, TILT has 50% 

store penetration, selling under its Standard Farms brand and under Timeless (license). Compared 

with other PTB operators, the company’s gross margins in PTB are low (~10%), and make us 

wonder if TILT would be better off divesting PTB entirely to a larger operator (not facing caps). It 

may come down how the various parties, including TILT, value the rec optionality upside.  

TILT’s financial picture. 

• 2Q24 net debt of $59Mn is equivalent to 0.6x sales (high for the group), and it is up from 

$48Mn at YE23. EBITDA was negative in 2Q24, but averaged $2-3Mn in CY22 and CY23, 

so on an average of $2.5Mn, leverage would be about 24x. While leverage risk with TILT 

is not new, it has increased, and we have less visibility now when and how it can improve. 

• The almost $10Mn YTD increase in gross debt to $62Mn is partly explained by a $4Mn 

reduction in accounts payable (Smoore related, we believe) as well as cash burn, although 

we note inventories declined by $10Mn between March and June (this is seasonal but 

also a result of the new partial “distribution model” with Smoore). 

• If we factor net leases (gross leases minus right of use assets) and ST income tax debt, 

total “broadly defined net debt” was $106Mn at the end of June 2024 (or 1x sales). 

• Account payable of $45Mn in June are equivalent to 42% of annualized sales vs. 33% at 

YE22.  

Stock performance and valuation. We share management’s vision about the synergies between a 

branded plant touching business and a thriving vape hardware business, especially in the context 

of a growing US cannabis market and the vape segment gaining share. A company with this set up 

and trading below 1x sales (0.8x in the case of TILT) should make for an attractive investment 

opportunity. However, high debt risk and uncertainty about the future business model of the vape 

hardware business, warrants a more cautious approach, so we have decided to switch to a Neutral 

stance from Overweight. 

• Performance and liquidity: TILT shares are rather illiquid, even for the context of US OTC 

cannabis stocks, with less than $10K traded per day compared with $8Mn for the likes of 
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Green Thumb (NASDAQ listed CGC trades $165Mn per day and TLRY $70Mn). So, it is 

difficult to read too much into the stock performance, down 41% the last 90 days vs. -23% 

for the MSOS ETF and -3% for the S&P 500.  

• EV math and comps: We take the latest share count of 390.5mn plus 4.4mn in RSUs/PSUs; 

at 2c per share that implies a market cap of $7.3Mn. If we add broadly defined net debt 

of $106Mn (net debt $59Mn; gross leases $44Mn; income tax debt $3Mn), total EV is 

$113.3Mn. Taking spot EV, TILT trades at 0.8x CY24 sales compared with the MSO average 

of 1.9x. While the valuation is attractive, it reflects the B/S risk and, what we see as the 

relative uncertainty of the Jupiter business model (given the changing terms/relationship 

with Smoore). 

Table 1: Companies mentioned in this report. 

 
Source: Z&A 
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Appendix I: Company Financials 
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Exhibit 1: Financial highlights 

 
Source: Z&A estimates, company reports 
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Exhibit 2: Cash Flow 

 
Source: Z&A estimates, company reports 
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Exhibit 3: Divisional split 

 
Source: Z&A estimates, company reports 
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Exhibit 4: Cannabis sales projections 

 
Source: Z&A estimates, company reports  
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Exhibit 5: Forward EV calculations (and forward multiples as per our methodology), and forward share price scenarios 

 
Source: Z&A estimates, company reports  
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Appendix II: MSO Valuation Comps 
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Exhibit 6: Valuation Comps – MSOs 

 
Source: FactSet and company reports 
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Exhibit 7: EV calculation - MSOs 

 
Source: FactSet and company reports 
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Exhibit 8: Stock Performance 

 
Source: FactSet  
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Analyst Bio 

 

Pablo Zuanic is a well-known and highly rated equity analyst following the cannabis and psychedelics sector. Over the past five years he launched coverage of over 

40 companies in the US, Canada, and overseas (MSOs, LPs, CBD, ancillary, psychedelics), kept close track of sectoral trends, and followed the reform process in 

the US and elsewhere. His firm Zuanic & Associates publishes equity research on the cannabis and psychedelics sectors, both from a macro/sectoral level in a 

thematic manner, as well as specific reports on listed stocks. The research service is aimed at institutional investors and corporations. The firm is also available for 

short-term consulting and research advisory projects. At various points in his career, Pablo was II ranked and called as expert witness in industry investigations. 

He has a deep global background having covered stocks over the past 20 years in the US, Europe, Latin America, and Asia, across consumer sub sectors. Prior 

employers include JP Morgan, Barings, and Cantor Fitzgerald. An MBA graduate of Harvard Business School, he started his career as a management consultant, 

which brings a strategic mindset to his approach to equity research. Pablo Zuanic can be contacted via the company’s portal www.zuanicassociates.com; via email 

pablo.zuanic@zuanicgroup.com; or via X @420Odysseus. 
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Disclosures and Disclaimers 

 

About the firm: Zuanic & Associates is a domestic limited liability company (LLC) registered in the state of New Jersey. The company’s registered address is Five Greentree Centre, 525 Route 73, N 

Suite 104, Marlton, New Jersey 08053, USA. Pablo Zuanic is the registered agent. The firm publishes equity research on selected stocks in the cannabis and psychedelics sector, as well as thematic 

macro industry notes. The firm also provides consulting, research, and advisory services. Potential conflicts of interest are duly reflected in the respective specific company reports.  

Analyst Certification: The publishing analyst, whose name appears on the front page of this report, certifies that the views expressed in this independent research report accurately reflects his 

personal views about the subject securities or issuers discussed in this report. His opinions and estimates are based on his best judgement at the time of publication and are subject to change without 

notice. As per the company’s policy, the author of this report does not own shares in any company he covers. 

Other: This report is for use by professional and or institutional investors only, and it is deemed impersonal investment advice, published on a bona fide and regular basis. This report is for informational 

purposes only and is based on publicly available data believed to be reliable, but no representation is made whether such data are accurate or complete. As such, this report should not be regarded 

by its recipients as a substitute for obtaining independent investment advice and/or exercise of their own judgement. When making an investment decision this information should be viewed as just 

one factor in the investment decision process. Neither the publishing analyst, nor any of the company’s officers and directors, accept any liability for any loss or damage arising out of the use of all or 

any part of the analyst’s research.  

Risks: The financial instruments mentioned in this report may not be suitable for all investors and investors must make their own investment decisions based on their specific investment objectives. 

Past performance should not be taken as an indication or guarantee of future performance. The price, value of and income from, any of the financial instruments featured in this report can rise as 

well as fall and be affected by changes in political, financial, and economic factors. If a financial instrument is denominated in a currency other than the investor's currency, a change in exchange rates 

may adversely affect the price or value of, or income derived from, the financial instrument, and such investors effectively assume currency risk. 

Disclosure: Zuanic & Associates offers advisory and research services, and it also organizes investor events and conferences. The firm is often engaged by various operators in the cannabis industry 

(both plant touching companies and those providing services, private and public, in North America and overseas) on an ongoing or ad hoc basis. The company discussed in this report is a paying 

customer of the services provided by the firm. 

Copyright: No part of this publication may be reproduced, distributed, or transmitted in any form or by any means, including photocopying, recording, or other electronic or mechanical methods, 

without the prior written permission of the author. 


