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Key Highlights: 

• Portfolio quality continues to improve. 

• There is progress with two of the three 

loans in non-accrual status. 

• Dividend yield now close to 17%. Based on  

our interest income estimates, the DPS 

can be sustained. 

• We remain Overweight, despite AFCG’s 

higher risk profile (reflected in the stock). 
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Company Update 

AFCG has made significant progress in expanding, diversifying, and improving the quality of its loan 

book (with top operators in mostly licensed restricted markets; smaller loans than in the past). 

Management is laser focused on solving three loans in non-accruals (two in receivership; one in 

litigation). The discount to par of almost 40% in part reflects the uncertainty on these three loans, 

although it seems excessive to us. The dividend yield is now almost at 17%. While 1Q earnings were 

below the regular dividend (21c vs. 23c), we believe it would be premature to assume another cut 

(DPS was cut in March from 33c to 23c), especially with our projections for interest income growth. 

We remain Overweight, although we realize risks are higher with AFCG vs. other alternatives in the 

space (then again, this is reflected in the yield and the discount to par). 

 

About 1Q25 

• Adjusted distributable earnings per share dropped qoq to 21c from 29c, mostly due to 

lower net interest income (interest income was down the equivalent of 4c per share, and 

interest expense was up 1c). 

• Of the $8.5Mn in net interest income, we estimate cash interest from loans in accruals 

was $6.7Mn (inc half a quarter from the loan to private co U). AFCG also collected $0.7Mn 

in cash interest from a loan in non-accruals (sub of priv co G); it did not collect any interest 

from the two other loans in non-accrual (private co A; private co K). We calculate PIK from 

loans in accruals was ~$0.1Mn. The balance ($1Mn) is mostly explained by accruals of 

OIDs ($0.9Mn) and non-recurring fees. 

• Cash opex was consistent with the latest qtr (after adjusting for the typically higher mgmt. 

and incentive fees of 4Q24).  

• Loans held at carrying value (CV) were $305Mn at the end Mar’25 (principal of $312.5Mn), 

following new fundings of $16Mn and loan payments of $5.2Mn. The bulk of the book is 

rated risk “3”, with two loans adding to $91Mn in “5” (co K and G; both in non-accruals). 

AFCG also has a loan receivable held at CV for $1.9Mn, and a loan held at fair value booked 

for $28.6Mn (co A); the principal for this last loan is $52Mn (CV $50Mn). 

• CECL reserve declined slightly to $29.7Mn from $30.4Mn in Dec. 

 

Outlook. 

• Book growth. Management will be “very selective” about loan book growth. That said, 

we model continued net book growth, albeit at slower pace than in recent quarters. 

Undrawn commitments at the end of Mar’25 were $9.5Mn, and we assume they are 

deployed over the next 12mo. At the start of 2Q, it disclosed a new $14Mn commitment 
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with Standard Wellness ($10.5Mn funded), and during the 1Q call (on 5/14) it disclosed 

terms sheets for a new loan (we assume $20Mn in size, based on the recent range of $10-

30Mn. In terms of repayments, the largest maturity is with Company J for ~$24Mn (due 

9/1/25). Per the 10-Q, during 2Q, company T repaid a $7.7Mn loan (UT) and company L 

paid down $2M. Note: Per the latest corporate deck, AFCG has an “active pipeline” of 

$287Mn. 

• Regarding the three loans in non-accruals. Loans with private companies A and K are at 

present in the hands of receivers (only the one with private co A is booked at fair value), 

and AFCG expects to recover proceeds from asset sales. In the case of private co A 

(booked for $29Mn at fair value), the receiver has sold an asset for $15Mn (and AFCG 

should get part of this, exact % TBD), and more assets should be sold. In the case of private 

co K ($12Mn principal), we understand the receiver is in the process of selling three assets 

(it is unclear to us why loan K has not been booked at fair value, but for now we will 

assume that means management expects proceeds to be in line with principal for this 

loan). We model combined proceeds of $25Mn from these two loans over the next 12mo 

(our own estimate) vs. book value of $41Mn. The case of subsidiary of private co G 

($79Mn in principal) is tougher to predict as it is in litigation (see 10-Q). At this moment, 

we would not expect changes in the CECL reserve ($30Mn). In terms of interest payments, 

we assume $0.5Mn per qtr from G (it paid $0.7Mn in 1Q25 after $1.7Mn in 4Q24), and 

nothing from A and K. All three loans are classified as in non-accruals. 

• Earnings power. On our estimated 2Q book, we calculate cash interest near $7.5Mn from 

loans in accruals (we factor 1mo of the loan currently in “terms sheet” status), plus PIK of 

$0.1Mn, and OID accruals near $1Mn. We also model $0.5Mn from company G and 

another $0.5Mn in fees. In total, that amounts to ~$9.5Mn, which is ahead of the $8.5Mn 

of 1Q25 (and $9.2Mn of 4Q24). Our math reflects management’s progress in improving 

and expanding the quality of the book, while managing the problem loans. 

• Dividend. In 1Q25, ADE was 21c per share compared with the current regular dividend of 

23c. The policy is to pay 85-100% of ADE as dividends over the calendar year. The Board 

makes decisions on DPS typically 15 days before the end of each quarter. At this stage we 

think it would be premature to model a cut in the dividend, especially in the context of 

our assumptions for growth in ADE.  

• Leverage and liquidity. Debt to equity was 55% at the end of March (54% if we take net 

debt), with AFCG now holding a lower cash balance in order to minimize interest expense 

(cash dropped from $103.6Mn YE24 to $3.3Mn at the end of 1Q25). In total, it has two 

lines of credit with combined limits of $70Mn (one $30Mn facility could be increased to 

$100Mn in the future under certain conditions), of which it has drawn >$22Mn at the end 

of March (vs. $60Mn YE24). It also has notes payable with a principal of $90Mn due on 

2/1/27. 
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Valuation. The stock fell 5% (to $5.47) on 5/14 after the 1Q print. Over the past 90 days, AFCG is 

down 37% (mostly due to the dividend cut announced in March) vs. -6% for REFI and -12% for 

mortgage REITs in general (MSOS ETF -23%; S&P500 -3%). Taking the reg DPS of 23c, the yield is 

16.8%; even if this were cut to 20c (which we do not model for the base case), the yield would be 

an attractive 14.6% (<10pt over 10yr T-bills). The discount to BVPS ($8.89 in 1Q25) is now 39%; in 

total the discount is worth over $77Mn (taking the share count at 22.6mn), which seems steep if 

we assume $25Mn in proceeds from loans A and K, and an eventual resolution of G (the three 

loans, taking A at fair value, and G and K at carrying value, are in the books for ~$118Mn), and 

factor $30Mn in CECL reserve. 

 

Table 1: MJ Lenders Valuation Comps 

 
Source: FactSet, company reports, Z&A estimates 
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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: Adj Earnings and FactSet Consensus 

 
Source: Z&A estimates, company reports 
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Exhibit 3: Adj Earnings and FactSet Consensus 

 
Source: Z&A estimates, company reports 
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Exhibit 4: Income Statement 

 
Source: Z&A estimates, company reports 
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Exhibit 5: Balance Sheet 

 
Source: Z&A estimates, company reports  
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Exhibit 6: Cash Flow 

 
Source: Z&A estimates, company reports. 
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Appendix II: Valuation Comps 
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Exhibit 7: Valuation Comps for Lenders to the Cannabis Industry (per latest disclosure – may differ from FactSet headline numbers) 

 
Source: Z&A estimates 
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Exhibit 8: mREITs 

 
Source: FactSet, company reports, and Z&A estimates 
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Exhibit 9: Industrial REITs  

 
Source: FactSet, company reports, and Z&A estimates 
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Exhibit 10: BDCs 

 
Source: FactSet, company reports, and Z&A estimates 
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Exhibit 11: US MSO Valuation Multiples 

 
 Source: FactSet, company reports, and Z&A estimates  
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Exhibit 12: 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. 

 

  

http://www.zuanicassociates.com/
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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 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. 

 

 


