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Key Highlights: 

• We attach updated estimates post 2Q24. 

• The lower interest rate outlook, ongoing cannabis 

industry expansion needs combined with the 

continued capital demand/supply imbalance, all 

bode well for this leading mortgage REIT. 

• Also, this is a less volatile way to get exposure to the 

cannabis sector (today MSOS ETF was down 13.4% 

vs. -0.5% for REFI). 

• For more color, please see our initiation report. 

mailto:pablo.zuanic@zuanicgroup.com
https://zuanic.worldflowconnect.net/opendirect/eaebbb69-cdf1-4d67-a379-96ec086b3580/231205%20REFI.pdf?token=0f141350-d0e5-47c5-ade1-dd657a7e7676&extension=.pdf


 

27 August 2024                         Chicago Atlantic Real Estate Finance: Company Update Post 2Q Print  

www. zuanicassociates.com 

  

2 

Company Update 

We attach our updated estimates post the release of 2Q24 results and follow-up calls with REFI 

management. Big picture, in our view, “MJ finco” stocks (paying low-mid teens dividend yields), like 

REFI, with attractive growth prospects and only trading at BV or only slightly above, are a way to 

invest in the US cannabis sector without the volatility faced by the underlying operators (today, on 

a day the MSOS ETF fell 13.4%, REFI fell 0.5%). 

 

Outlook: REFI claims a deal pipeline of $508Mn (on a current loan book of $382Mn). Potential 

legalization of adult-use cannabis in states likes FL and PA over the next 18 months (OH began AU 

on 7/1), plus new medical programs in states like KY, AL, TX, and expanded ones in states like GA, 

bode well for credit demand. Capital remains constrained, especially with the timing of 280E relief 

still unclear (ALJ hearing on rescheduling proposed rule now set for 12/2), notwithstanding some 

companies halting payments and provisioning without factoring 280E. REFI has room to lever the 

B/S (26% gross debt to equity at present; could get as high as 100%), although we expect REFI to 

remain prudent given regulatory uncertainty ($77Mn utilized of a US$105Mn credit facility, that 

can be expanded to $105Mn). The potential for lower interest rates (82% of the company’s floating 

rate notes have interest rate floors; 24% of the book is fixed rate) will benefit REFI. 

 

Brief 2Q24 recap. Portfolio YTD drop to 18.7% seq in 2Q24 from 19.4%, but this was in the context 

of a stronger book (including recent restructurings {better collateral, lower rate] and new loans). 

While net interest income was down 4% yoy $13.2Mn, coverage of recurring cash opex improved 

to 3.3x vs. 2.7x in 2Q23. In part this reflects improved levered deployment - the loan book before 

credit reserves was up 21% yoy to $382Mn and leverage increased to 26% from 16%. 

• Earnings power: Adjusted distributable earnings of $9.8Mn (51c per basic share) were up 

8% seq, and down 3% yoy. Interest income of $15Mn was 15.9% of the book’s average 

quarterly balance vs. 16.8% in 1Q24 and 19.1% in 2023. Recurring cash opex (i.e., ex 

provisions for CECL and other non-cash items) as % of net interest income dropped to 

26.1% in 2Q24 vs. 27.2% in 1Q24 (CY23: 28.3%; CY22: 25.1%). Provisions for CECL have 

been declining, with a reversal in 2Q24 ($275K vs. -$380K in 1Q24; CY23 -$940K; CY22 -

$3,887K).  

• Book: The loan book (loans held for investment) grew by ~$70Mn yoy (+$6Mn qoq) to 

$382Mn at the end of Jun’24, which is equivalent to 8% CAGR over the past 24 months. 

About 24% of the portfolio originated in the last 18 months (1Q23 to 2Q24). We note 34% 

of the loan book at end of Jun’24 had real estate collateral coverage of less than 1x 

compared with only 19% at end of CY22 (and 48% of the book was below 1.25x vs. only 

17% in 1Q22). The % of the book with risk ratings of 1-2 was 61% in 2Q24 (1: 11%; 2: 50%) 

vs. 100% in 1Q22.  
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• Leverage: Net debt decreased by over $4Mn qoq to $70Mn but remains above the $58Mn 

level of YE23 ($52Mn YE22). In terms of leverage, gross debt to equity was 26% (23% 

taking net debt) at the end of 2Q24 vs. 24% YE23 and 22% YE22. The company has tapped 

into its revolving loan (>$77Mn at the end of Jun’24 vs. $43Mn in June’23). On 2/29, the 

company announced it had increased its revolving credit facility to $150Mn from $100Mn, 

at prime plus a range of 0%-1.25% (so, north of 9.5% at present), with a prime rate floor 

of 3.25%. With the book YTM >19%, this makes for an almost 10% spread. 

• Dividend: The regular dividend has been stable at 47c per share since 2Q22 (2Q24 DPS of 

47c is payable on 7/15 to shareholders of record as of 6/28). In Q24 the regular cash 

dividend was about 96% of distributable earnings vs. 83% on average for CY23. In addition 

to the regular cash dividend, REFI has paid a special cash dividend in the last two 

Decembers (2022 and 2023) of 29c each time. Combined, the annualized dividends of 

$2.17 (0.47c x 4 + 29c) represent a yield of 13.6% (11.8% ex the special dividend), or 

almost 10pt above 10-year Treasuries (at 3.84%). 

 

Portfolio. At the end of June 2024, loans held for investment at carrying value (before CECLR) were 

$382Mn for REFI, and $377Mn after CECLR. 

• CECL: The current expected credit loss (CECL) reserve was $5.1Mn, or 1.3% of the book. 

• Past dues and non-accruals: At REFI, of the $382Mn book, $16.5Mn had been placed in 

non-accruals (and was due more than 90 days) ; in total, this (loan #9) represented 4.3% 

of the book.  Loan #9 relates to an operator in PA (25K sq ft plus three dispensary licenses). 

We expect PA to approve rec sales sometime in the next 12 months (see video link of a 

call we hosted recently with two State Senators and a State Representative). 

• Risk rating mix: REFI had 12% of the book in category 4 ($45Mn), and zero in 5. At the end 

of CY22 it had only 4% in category 4 (and none in 5). Category 3 was 27% of the book in 

June 2024. 

• Regional concentration: The REFI portfolio was spread across 17 states as of June 2024, 

with the top 5 states accounting for 61% of the book (MI 15%, MD 14%, FL 12%, MO and 

OH each 10%). We realize operator quality will vary even within a same state market, but 

if we define higher risks markets based on below average wholesale prices and subpar 

retailer economics (rev/store; spreads), we’d calculate only ~25% of the book is in more 

challenging markets (we do not include FL here, as we see it as more binary depending 

on the Nov ballot results). 

• Loan concentration: REFI disclosed a total of 30 loans outstanding as of June 2024 (a new 

loan with $6Mn in future fundings should close in 3Q24). Of the 30 loans, three have been 

issued in 1H24 for $18Mn, or 5% of the book. Four loans accounted for 34% of the book 

(in order of size: #2 in MI; #11 in MD; #1 in various states, and #25 in NY). Seven loans 

made up for close to 50% of the book, and 14 for close to 80%. 

https://youtu.be/i8I0kq4m85M
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• Newness: More than 23% of the REFI book (~$89Mn) is from loans made since 1/1/23. 

Subsequent to end of 2Q24 thru 8/7, it funded $0.8Mn in loans ($0.7Mn to loan #18 and 

$0.1Mn to loan #21). Loan #21 with a principal of $6.2Mn was fully repaid. 

 

Stock performance and valuation.  

• Performance: Mortgage REITS in general (see appendix) are up 5% in the past 90 days 

(down 2% in the last 30d), while REFI is up 3% (0%). During the last 90d, the MSOS ETF is 

down 24% (-20% and the S&P500 is up 6% (3%). Industrial REITS are up 20% in the last 

90d (+2% 30d), with IIPR +16% (0%) and NLCP +4% (+4%). 

• Valuation: At $15.95, REFI trades at a 7% premium to PAR (BV $14.92 for 2Q24), and the 

regular cash dividend yield is 11.8%. The dividend coverage (113% taking the average of 

the last four quarters of distributable earnings per share, and 107% for the last two), plus 

the portfolio YTM of 18.7%, makes us think the dividend is secured. About 76% of the 

portfolio is on variable rates. 

• Comps - Cannabis capital providers: Of the six publicly listed cannabis capital providers 

five are NASDAQ listed (NLCP is the exception). However, due to poor liquidity, size, and 

relative newness, some may not provide the right comp at present. AFCG trades at a 33% 

discount to BV, SHFS -11%, and SSIC -15% (NLCP now trades at 2% above par). IIPR trades 

at an 80% premium, according to FactSet. In terms of dividend yield, AFCG is the outlier 

at close to 19% (FactSet), followed by REFI at 11.8% (IIPR 6%; NCLP 8.2%). 

• Comps - mREITs not in cannabis: According to FactSet, as shown in the appendix, most of 

these stocks trade at discounts to NAV (24% on average). Their dividend yields are mostly 

in the low/mid-teens (13.5%). So, in this sense they seem to more attractively valued than 

REFI. But we think the REFI relative premium to them is explained by a stronger growth 

track record, potential for better growth opportunities (given the cannabis industry sales 

outlook), and much higher YTM (15pt above 10-year Treasuries). 

• Stance: We conservatively project the loan book to grow 10% per annum. That, plus the 

~12% dividend yield, and a more favorable outlook for REITs in general as the Fed begins 

to lower interest rates, all underpin our Overweight stance. While there is no guidance, 

we project the regular cash dividend to increase to 50c by 2H24 (equivalent to a 13% 

dividend yield). 
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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: Income Statement 

 
Source: Z&A estimates, company reports  
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Exhibit 3: Adj Distributable Earnings 

 
Source: Z&A estimates, company reports 
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Exhibit 4: Cash Flow 

 
Source: Z&A estimates, company reports. Note: we assume that under a better cannabis industry landscape, REFI may be willing to take on more leverage. 
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Exhibit 5: Balance Sheet 

 
Source: Z&A estimates, company reports  
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Appendix II: Valuation Comps 
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Exhibit 6: mREITs and Lenders to the Cannabis Industry 

 
Source: FactSet, company reports, and Z&A estimates 
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Exhibit 7: Industrial REITs and Lenders to the Cannabis Industry 

 
Source: FactSet, company reports, and Z&A estimates 
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Exhibit 8: US MSO Valuation Multiples 

 
Source: FactSet, company reports, and Z&A estimates  
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Exhibit 9: Stock Performance 

 
Source: FactSet  
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Appendix III: Bio and Disclaimers 
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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, Canada, Germany, Australia, 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 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. Now, more than a year since its inception, the firm has collaborated with over 25 companies 

(in North America and overseas; plant touching and service providers; public and private), both on an on-going basis as well for specific projects. At various points 

in his career, Pablo Zuanic 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 at pablo.zuanic@zuanicgroup.com; or via X @420Odysseus. 

 

  

http://www.zuanicassociates.com/
mailto:pablo.zuanic@zuanicgroup.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, 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. 

 


