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UPFRONT 

Just as we were getting ready to issue this research report on Chemaphor, on 

Thursday, July 7, the shares spiked upwards on heavy volume, rising from $0.07 

per share, touching a high of $0.135, and closing at $0.115, with 5.58 million 

shares traded. On Friday, the stock reached a high of $0.15 and closed at $0.135, 

with further heavy volume: some 3.11 million shares. Almost 8.7 million shares, 

or 17.3% of the total outstanding, traded in just two days. Compare that to the 

average trading volume over the last 50 days of 338,000, and over the last 200 

days of 142,000. 

 

We called management for a comment, but they claimed no knowledge of the 

reasons for the frenetic activity in the stock. Well, with all of the share trading, 

somebody knows something. 

 

We have our own theory. To market its trade-marked Oximunol product in the 

USA and other developed countries, Chemaphor needs to sign distributor 

agreements. If discussions are becoming serious with a high-profile distributor(s), 

that could easily fuel a dramatic increase in this thinly-traded stock. 

 

In the absence of any definitive news, the stock has traded off which, in our 

opinion, presents an ideal buying opportunity. 

 

For further insight into Chemaphor, its activities, and our reasons for liking the 

prospects for the stock, see our Executive Overview on Page 2. 

 

RECOMMENDATION 

We recommend Chemaphor Inc. (“Chemaphor” or the “Company”) as a 

Speculative Buy for risk-tolerant investors. We have a 12-month Target Price of 

$0.38 per share. 

 

BACKGROUND 

● Incorporated June 29, 2010; 

● Acquired on October 25, 2010, 100% of a company that owns two iron ore 

projects in Ukraine; and  
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EXECUTIVE OVERVIEW 
 

Chemaphor Inc. is on the brink of profitability. Its transition towards achieving a positive “net earnings” status is 

being driven by the initiation of revenue from its pet-wellness products and orchestrated by the experienced executive 

talent recently hired from the animal health market industry. This is supported by the growing number of dogs and 

cats as companion pets, the concomitant growth in the natural-health market for pets, and the equally increasing 

importance of veterinarian clinics as a pet-wellness distribution network. Chemaphor is leveraging off all three of 

these growth drivers. 

 

From a standing start, Chemaphor’s pet-wellness revenue is forecast to increase to almost $7 million in just three 

years. This is also a high-margin business. 

 

But Chemaphor is not just about pet wellness. The Company is also involved in livestock health and productivity 

enhancement. In particular, Chemaphor is developing a line of feed additives, specifically for the poultry, swine and, 

potentially, fish producers. Revenue contribution is expected in about four years, which is what we expect will be the 

timeline required to receive necessary government approvals. 

 

Further down the road are extensions of the Company’s animal wellness and nutritional products to the benefit of 

human health and wellness. 

 

Positive net income is expected in fiscal 2012. Significant profit growth is expected from that point onward as revenue 

accrues from the Company’s push into the USA, Asia, Europe, and South America. 

 

THE COMPANY 
 

Chemaphor Inc. is an Ottawa-based biotechnology company operating in the animal and human health marketplaces. 

Its proprietary products are designed to provide improvements in health for pets (dogs, cats & horses) and, eventually, 

humans. 

 

At this stage of its development, the Company only has animal-related products. Products for humans are still a few 

years away.  

 

TECHNOLOGIES 

 

Chemaphor offers technologies based on Natural Health Optimizers, which operate through the support of immune 

functions.  

 

The Company’s two major technologies are as follows: 

(1) Fully Oxidized Beta-Carotene (OxC-ß); and  

(2) Vet-Stem Regenerative Cells (VSRC). 

 

The Company’s products help the patient (a dog, for example) feel better and be more physically active. The products 

also improve the look and feel of the animals’ coats and lessen shedding. 

 

In November 2010, Chemaphor established a 100%-owned marketing subsidiary, Avivagen Animal Health Inc., 

which is focused on marketing activities through the veterinary distribution channel. All future, internally-developed 

or in-licensed products, which includes OxC-ß and VSRC, will be sold through this channel. 
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BUSINESS LINES 

 

The Company’s businesses (current commercial and R&D efforts) are divided into three areas: (1) pet wellness; (2) 

livestock health and productivity enhancement (animal feed); and (3) human health and wellness (nutritional 

supplements and functional foods). 

 

(1) Pet Wellness: The Company currently sells its products, i.e., Oximunol™ Chewable Tablets and its in-licensed 

Vet-Stem™ Regenerative Cell Therapy, to consumers through the veterinary clinic channel. The Company will 

also enhance its offerings in this area through the exploitation of opportunistic in-licensing opportunities for 

products that will be sold through the same channel, i.e., exclusively through veterinary clinics. Oximunol™ will 

be out-licensed to companies that service the veterinarian clinic market outside of Canada and, in these 

arrangements, Chemaphor will receive a royalty stream based on sales revenue generated. 

 

(2) Livestock Health and Productivity Enhancement: This unit uses a non-antibiotic method of enhancing animal 

productivity, and results in: (a) profitability enhancement for farmers & breeders; (b) optimized immunity for the 

herd/flock; and (c) early disease detection, with decreased mortality. This business effort is in an extensive R&D 

phase and will soon be starting its regulatory development stage. 

 

(3) Human Health and Wellness: The proprietary OxC-ß product is currently in an early-stage, pure R&D phase. A 

key objective is to develop numerous beneficial nutritional and natural health products for human usage. 
 
COMMENT: The OxC-ß platform addresses all three target markets. The Vet-Stem Regenerative Cell Therapy is 

specifically targeted at the Pet Wellness market and provides immediate cash flow with little invested cost. 

 

 

INVESTMENT CONSIDERATIONS 
 

(1) Strengths 
 Revenue from Oximunol™ tablets will start to accrue in fiscal 2011 to an estimated C$2.4 million, accelerating to 

C$5.3 million in fiscal 2012, and to C$10.1 million in fiscal 2013, such that cash flow and EBITDA are positive 

in fiscal 2012, and substantially higher in fiscal 2013. 

 Markets being served are high growth and somewhat price insensitive within a small range for a large segment of 

society, and both factors are prevalent across most developed countries. 

 The number of companion pets, i.e., dogs and cats, is growing steadily. 

 As a consequence, the natural health market for pets is growing substantially. 

 The importance of the veterinarian clinic as a distribution point is increasing. 

 The Company’s management is highly experienced in the development and marketing of Health Products.  

 

(2) Challenges 
 Overcoming the inertia of an early-stage launch of a new product when significant pre-launch marketing activities 

and awareness building has not been done due to cash restraints. 

 Significant competitors could develop similar, but not identical, products with a better-funded marketing effort, 

which could displace the Company’s position in the marketplace. 

 Single-product risk: all of the Company’s products, except the in-licensed stem cell product, are based on the 

OxC-beta platform. 

 The potential financial impact of the feed additive products will not be felt until at least 2015 due to the protracted 

approval process and the lack of a well-positioned partner to bring them to market. 

 In our opinion, securing acceptance by the regulatory authorities in both Canada and the USA of the OxC-beta 

product in a feed additive capacity is expected to take longer than the Company’s public estimate.  

 The physical separation of the Company’s CEO from the Company’s head office could reduce management 

effectiveness. (See page 18.) 
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PET NUTRITIONAL FOOD MARKET 
 

Overview: The markets for products and services consumed by companion pets are increasing noticeably 

across North America. 
 

According to an industry report published in July 2010 (USA Report) and August 2010 (Canada Report) by 

Euromonitor International: Country Market Insight, the North American pet food industry is growing steadily. Pet 

foods, today, are made with ingredients that are natural, organic, grain-free/non-allergenic, and pure, as well as made 

domestically using locally grown, “whole” fruits, vegetables, grains, etc. Foods making any “functional appeals” 

continue to proliferate, especially those targeting age- and weight-related conditions via the inclusion of novel 

ingredients like glucosamine, omega fatty acids, antioxidants, and probiotics.  
 

Manufacturers are pushing sales by focusing on segmentation, and using formulas that target specific dietary and 

health concerns, such as weight control or sensitive stomachs.  

 

Premium pet foods remain the primary value growth driver in the North American market, with ever-higher quality 

ingredients fuelling the premium wave. This trend extends to the other products, including supplements, designed for 

the well-being of companion pets. For instance, dog-treats and cat-treats are two of the fastest growing categories, 

with sales in both boosted by ongoing product sophistication and the rise in the humanization trend. 

 

The canine and feline populations are facing a “geriatric” crisis. The age distribution of pets shows a high 

concentration of adult/senior animals and a small percentage of puppies and kittens. Thus, health-related problems are 

on the rise, and a special dietary regimen is often required in order to maintain the health of aged and elderly pets. 

Senior pets are more prone to weight gain, digestive problems, and hip and joint problems, just like humans.  

 

Comment: These animal problems fall right into the ‘sweet spot’ for Chemaphor’s products.  

 

Demand for senior pet food, featuring desired pet dietary supplements, is rising. Similarly, a wider range of products 

is now being seen, especially in dog-treats and cat-treats, which advertise that they contain ingredients which prevent 

and alleviate age-related pet health conditions. 

 
Due to the ageing pet population, pet owners will continue to spend increasingly more on animal health care and 

dietary supplements, driving up overall pet-related expenses. It is likely that, as the economy continues to improve in 

both Canada and the USA, pet owners will substantially ramp up their purchases on pet-oriented products.  

 

 

ANIMAL CHARACTERISTICS 

 

According to the latest study on the dog and cat population, published in the Canadian Veterinary Journal in January 

2009, the average age of a family cat is 5.7 years and that of a dog is 5.9 years. The highest proportion of pets lies in 

the 4-7 years age group, with 35% of cats and 30% of dogs belonging in this age group. 35% of cats and 33% of dogs 

are aged eight years or older, with 20% being older than 10 years. 

 

Considering the average lifespan of pets for the majority of breeds is between 10 and 12 years, the current pet 

population in Canada is relatively old. In contrast, the population of kittens and puppies in Canada remains 

proportionally the smallest group, with only 8% of cats and 7% of dogs being less than one year old. 

 

COMMENT: Some breeds of dogs live well into their late-teens, while some cats can exceed 20 years of age. 

 

Due to the humanization trend, owners are more likely to consider special diets and other products and services for 

their ageing pets, often irrespective of cost. 
 

COMMENT: These results highlight the appropriateness of the product lines for Chemaphor. 

 

http://ingredients.66822.free-press-release.com/
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OXIMUNOL™ CHEWABLE TABLETS  
 
The Company’s history started with research being done on beta-carotene and its metabolites, which eventually led to 

the formulation, testing, and approval of its product, Oximunol™ Chewable Tablets.  

 

The product was launched in Canada in November 2010. Discussions are ongoing for a major industry player to take 

on the license for the product sales and marketing in the USA and other developed countries, which would yield a 

healthy royalty stream back to Chemaphor. The Company intends to manufacture the product on behalf of each 

distributor. 

 

This product uses a fully-oxidized form of beta–carotene, offering a concentrated source of many carotenized 

oxidation compounds which, when taken together, offer a wide range of health benefits, including dampening 

inflammation, optimizing gastro-intestinal health, and some anti-ageing benefits.  

 

Specifically, in dogs, expected effects include: 

 Improved coat quality;  

 Reduced shedding; and 

 Greater vitality, especially in older dogs. 

 

COMMENT: These benefits fit nicely into the pet demographic profiles in Canada. 

 

The Oximunol™ once-a day chewable tablet comes in two sizes: (1) 5 mg, which is suitable for a medium-sized dog; 

and (2) 20 mg, suitable for a larger-sized dog. A larger dog also could consume multiple 5 mg tablets. 

 

For a dog weighing between 11 and 25 pounds, the daily dosage would be one 5 mg tablet. These tablets will cost the 

pet owner around $1.00 per day (assuming a 50% margin imposed by the dispensing clinic). The Company has 

conducted market research studies with dispensing veterinarians who confirmed that this price would fall into an 

acceptable range for most of their clients. 

 

In a recent survey published in The Globe and Mail on May 31, 2011, 48% of respondents indicated they would be 

willing to spend more than $50 per month on veterinary costs on a monthly basis (665 responses in survey). 

 

COMMENT: The price point for Oximunol™ Chewable Tablets fits nicely into the acceptance range for a significant 

number or proportion of small pet owners. 

 

COMMENT: The Oximunol™ Chewable Tablets are only indicated and approved for use in dogs at the present time. 

The inclusion of cats is expected soon. 

 

Product Cost 
 

Chemaphor generates its revenue in Canada on the margins it generates on its sales after deducting marketing, sales, 

distribution, and overhead expenses. The gross margin for the product is similar to that generated by human or animal-

product oriented pharmaceutical companies not selling biological products. The margin on the Oximunol™ Chewable 

Tablet product for sales in Canada is about 72%. The expected contribution from Oximunol™ Chewable Tablets in 

the USA and from other developed countries is a royalty-based fee of approximately 15% of gross sales. Each 

distributor will be responsible for its sales, marketing, overhead, and distribution expenses.  

 

The Company understands that, as new channels of distribution are opened up, each channel will have its own pricing 

dynamics, and result in a unique demand curve for each distribution channel. This may affect certain royalty flows as 

well. 

  

COMMENT: It is intuitive that each marketplace in which a licensee is selling the product will establish its own 

pricing policies based upon the specific marketing dynamics in play for each specific marketplace. 
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Future Usage of Oximunol™ 
 

Chemaphor is currently working on: 

 Developing new approved usage extensions for Oximunol™; 

 Developing applications of this raw material for use as a food additive and natural health product supplement for 

human consumption; and 

 Development of this proprietary active as a food additive, much like iodine is treated as an additive in salt 

production, and similar to how fluoride ions are added to drinking water in most North American cities. 

 

COMMENT: The market potential for these new applications could be quite substantial once they are approved by 

the appropriate government agencies. 

 

VET-STEM CELL THERAPY 
 

The Vet-Stem service provided by the Company is a quick turnaround service for veterinarians to provide Vet-Stem 

Regenerative Cells in animals to treat their severe arthritis conditions.  

 

Chemaphor provides the Canadian veterinarian with exclusive, quick access to the Vet-Stem system, which enables 

them to utilize Vet-Stem Regenerative Cells (VSRCs) in animals. 

 

In the future, Chemaphor will offer any new applications for other disease state applications for this technology. 

 

COMMENT: There are currently 100 trained Canadian veterinarians who are certified in the techniques for 
extracting and returning cells into the animal. According to the PTM Health Data Base, there are over 6,600 

practicing veterinarians focused on small animals and companion animals in Canada. As more veterinarians become 

trained on stem cell treatment, the volume of procedures being performed should increase dramatically. 

 

Procedure Cost 
 

In Canada, Chemaphor’s revenue per procedure completed is in the range of $1,400-$1,500. 

 

In turn, the veterinarian will bill in the $2,000 - $3,000 range, depending upon his/her practice dynamics and patient 

demographics.  

 

The cost to administer the process is around $400.00 per procedure. The margin for the Canadian Vet-Stem product 

for Chemaphor is about 84%. 

 

COMMENT: We believe that the pricing for the Chemaphor products is well within the range that many middle class 

people and above would willingly pay to enhance the lifespan and quality of life of their pet dogs and cats. 
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ANIMAL FEED PRODUCTS 
 
Chemaphor is developing a line of feed additive products, specific to the needs of the poultry and the swine market 

segments.  

 

These feed additive products could replace the antibiotic products which are currently being added to the feed 

supplies. They are the cause of some concern on the part of some consumers and scientists, given the potential impact 

these antibiotics can have as they work their way through the food system chain. 

 

Chemaphor has estimated that the potential of the markets with which these feed alternatives will compete totals $4-5 

billion. 

 

These feed supplements are being developed to offer optimized immunity, early disease intervention, and decreased 

mortality (i.e. before the animals’ “allotted time”). The feed products will offer the farmer a non-antibiotic method of 

enhancing animal productivity and, thus, increase the farmer’s profitability for the stocks he raises. The farmer’s 

model becomes: increased yields with decreased operating costs. 

 

Chemaphor has estimated in its models that each bird treated with its product will generate around 2.5 cents of 

revenue for the Company in licensing revenue, and each swine will generate around 13 cents per animal (depending 

on its size). 

 

 

COMMENT: We understand from the Company that efficacy and safety trials are currently ongoing, and that these 

will form the basis for marketing approval that will be sought from regulatory agencies in both Canada and the USA. 

 

COMMENT: We believe that the time-lines for the approval of these feed additives by the Health and Agriculture 
Departments within the Canadian government are much longer than those projected by Chemaphor. As such, we have 

discounted the projected revenues from these product offerings and not included them in any analysis of the 

Company’s operations. 

 

COMMENT: We believe that feed products will impact the financial performance of the Company after 2014. Hence, 

our projections are based solely on the tablet product currently sold in Canada and expected to be out-licensed to 

companies in developed countries worldwide. 
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REVENUE PROJECTION 
 

Chemaphor is on the verge of generating significant annual increases in revenue. To date, the Company’s revenue has 

been provided by chemical services and work done on beta carotene products (C$400,000 in 2008 and C$1.2 million 

in 2009, with a refocusing of efforts re the Oximunol™ product line starting in 2010 but with revenues posted of less 

than C$200,000 for chemical services in 2010). Beginning this year, in fiscal 2011, the Company will generate initial 

revenue from its Vet-Stem business and its Oximunol™ tablet product. 

 

The Company also generates modest revenues in secondary, chemical services activities that leverage its core 

expertise in organic chemistry. These revenues are expected to be less than 2% of projected total fiscal 2013 revenues. 

 

A. OXIMUNOL™ REVENUE 
 

Based on information from the Company and from our own industry sources, our assumptions for the Oximunol™ 

business revenue estimates are as follows: 

(a) Annual population growth for dogs = 1%, and for cats = 1.25%; 

(b) Percentage of animals treated by vets: dogs = 50% and cats = 30%; 

(c) Percentage of animals suitable for Oximunol™ treatment: dogs and cats the same  = 10%; 

(d) Compliance rate (percentage of animals taking the prescribed medicine): dogs and cats the same: 10% the 

first year, and increasing to 12% the second year, and 15% the third year; and 

(e) Market share (percentage of the available market that buys the product): dogs and cats the same: 5% in the 

first year, and increasing to 10% the second year, and 15% in the third year. 

(f) The revenue figure for Canada in 2011 reflects a ramp-up of operations in the last six months of the fiscal 

year. 

 

1. Canada 
 

Table 1. Oximunol™  

 

Revenue - Canada  
 

Year ending October 31: 2011 2012 2013

A. Dogs

Dog population (1% annual growth) 5,000,000 5,050,000 5,100,500

Revenue per dog (size adjusted) $228.13 $228.13 $228.13

Adjusted revenue at compliance rate $18.25 $22.81 $27.38

Number of dogs treated 125,000 252,500 255,025

Revenue from dogs $114,060 $576,025 $1,047,220

B. Cats

Cat population (1.25% annual growth) 8,427,000 8,532,338 8,638,992

Revenue per cat $209.88 $209.88 $209.88

Adjusted revenue at compliance rate $16.79 $20.99 $25.19

Number of cats treated 126,405 255,968 259,169

Revenue from cats $106,120 $537,225 $979,100

Total Oximunol Revenue: Canada $220,180 $1,113,250 $2,026,320  
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2. USA 
 

In a similar fashion, as provided below, we have estimated the royalty flow coming from the sales of the product in the 

USA. We expect the royalty payments will begin in fiscal 2012 (i.e., beginning November 1, 2011). 

 

Table 2. Oximunol™  

 

Royalty Revenue - USA 

 

Year ending October 31: 2011 2012 2013

A. Dogs

Dog population (1% annual growth) 60,000,000 60,600,000 61,206,000

Revenue per dog (size adjusted) $228.13 $228.13 $228.13

Adjusted revenue at compliance rate $18.25 $22.81 $27.38

Number of dogs treated 0 3,030,000 3,060,300

Royalty revenue from dogs $0 $1,036,850 $1,884,995

B. Cats

Cat population (1.25% annual growth) 83,000,000 84,037,495 85,087,963

Revenue per cat $209.88 $209.88 $209.88

Adjusted revenue at compliance rate $16.79 $20.99 $25.19

Number of cats treated 0 2,521,125 2,552,639

Royalty revenue from cats $0 $793,700 $1,446,525

Total Oximunol Revenue: USA $0 $1,830,550 $3,331,520  
 

 

B. VET-STEM CELL THERAPY REVENUE 
 

The projected revenue dynamics for the Vet-Stem product line in Canada is forecast as being: 

 

Table 3. Vet-Stem Revenue Canada 
 

 

Year ending October 31: 2011 2012 2013

Number of trained vets 100 300 600

Percentage of active vets 50% 40% 30%

Number of active vets 50 120 180

Average # of procedures per vet 4 4 4

Total procedures 200 480 720

Revenue per procedure $1,400 $1,450 $1,500

Revenue from Vet-Stem $280,000 $696,000 $1,080,000  
 

 

C. CHEMISTRY SERVICES 
 

Chemistry services include consulting and other specialized services related to chemistry of natural health products. 

 

 
Year ending October 31: 2011 2012 2013 

Revenue $200,000 $220,000 $240,000 
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C. TOTAL REVENUE 

 

Table 4. Total Revenue  
 

Year ending October 31: 2011 2012 2013

Oximunol Canada

     Dogs 114,060 576,025 1,047,220

     Cats 106,120 537,225 979,100

     Total 220,180 1,113,250 2,026,320

Oximunol USA

     Dogs 0 1,036,850 1,884,995

     Cats 0 793,700 1,446,525

     Total 0 1,830,549 3,331,520

Oximunol Total 220,180 2,943,800 5,357,840

Vet-Stem Total 280,000 696,000 1,080,000

Chemistry Services 200,000 220,000 240,000

TOTAL PROJECTED REVENUE $700,180 $3,859,800 $6,677,840  
 

 

FINANCIAL REVIEW 
 

Financial Statements: Abridged financial statements are set out at the end of this section, and include a Statement of 

Income/(Loss), a Statement of Cash Flow, and a Balance Sheet. Actual reported results are provided for the fiscal 

years 2008-2010, and estimates are shown for the fiscal years 2011-2013. 

 

Fiscal Year-End: October 31 

 

Revenue: Chemaphor has various revenue sources as set out fully in the previous section, Revenue Projection. 

 

EBITDA: EBITDA has been negative in the fiscal 2008-2010 period, and we are expecting a similar result in fiscal 

2011 (-C$1.6 million). However, starting in fiscal 2012, we anticipate a rapidly-rising trend in EBITDA as the 

Company ramps up its revenue base with the Oximunol™ product and the Vet-Stem cell therapy. Our forecast is for 

EBITDA to reach about C$360,000 in fiscal 2012 and rise further to about C$2.3 million in fiscal 2013. 

 

Net Income: Similar to EBITDA, net income has been negative. We expect it to be slightly negative in fiscal 2012, 

and record a significant C$1.79 million profit in fiscal 2013. This would provide an impressive net margin of 34.5%. 

 

Financing: Chemaphor has had to revisit the capital markets frequently to raise financing to fund its R&D activities, 

and to cover its operating expenses. New equity of $540,000 was raised in fiscal 2009, and $1.3 million in fiscal 2010. 

To date in fiscal 2011, Chemaphor has raised $881,000. 

 

Cash: At the end of its latest fiscal year, Chemaphor had $72,286 of cash on hand. By the end of the first half, on 

April 30, 2011, after four private placements, and taking into account operating expenses, the Company had a cash 

balance of $488,399. 

 

COMMENT: Notwithstanding the recent arrangement with the NRC (see below), until Chemaphor’s revenue starts 

flowing, we expect the Company will continue to come back to the market for additional operating funds. 

 

R&D Non-Repayable Funding: Chempahor recently signed a Contribution Agreement with the National Research 

Council of Canada Industrial Research Assistance Program for financial support to expand the commercialization of 

its OxC-ß product to include cats and horses as well as dogs. The financial support is for a two-year term, and could 

reach up to $194,094. 
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R&D Repayable Funding: In fiscal 2006, the Company entered into a loan agreement with the Atlantic Canada 

Opportunities Agency (“ACOA”) to fund research and development. That agreement entitled the Company to draw, 

over a four-year period, up to 75% of certain R&D project costs, to a maximum of $2,052,131. The Company has 

drawn the full amount under this agreement, which calls for pay-back over ten years from the end of the funding 

period. Chemaphor must maintain a minimum shareholders’ equity, excluding any costs related to the OxC-ß project, 

of $540,000. The Company is in compliance with this liquidity requirement.  

 

In fiscal 2010, the Company entered into a second arrangement with ACOA, permitting it to draw, over a four-year 

period, up to 57% of certain R&D project costs, to a maximum of $2,000,000. As at January 31, 2011, the Company 

had drawn $215,896 under this agreement. The draw-downs are repayable over a ten-year period, with individual 

repayments capped at 10% of revenues per year. Chemaphor must maintain a minimum shareholders’ equity, 

excluding any eligible project costs, of $804,000. The Company is in compliance with this liquidity requirement. 

 

Outstanding balances under these ACOA draw-downs are interest free as long as the agreement(s) are not in default. 

 

Convertible Debentures: Chemaphor’s $380,000 principal amount of 13% convertible debentures matured on 

December 31, 2010 and was redeemed for shares. 

 

Warrants and Options: The Company has the following warrants and options outstanding: 

 

1. Warrants

Exercise Expiry Potential

Number Price Date Comment Equity

2,967,000 $0.10 Sept/Oct 2012 Out-of-the-Money $296,700

3,406,000 $0.10 April 29, 2013 Out-of-the-Money $340,600

1,475,000 $0.10 May 27, 2013 Out-of-the-Money $147,500

8,432,517 $0.20 October 23, 2014 Out-of-the-Money $1,686,503

748,752 $0.15 October 23, 2014 Out-of-the-Money $112,313

156,633 $0.15 November 11, 2014 Out-of-the-Money $23,495

17,185,902 $2,607,111

2. Options

Exercise Weighted Average Potential

Number Price Life (Years) Comment Equity

3,300,000 $0.28 1.67 Out-of-the-Money $924,000  
 

 

Shareholders’ Equity: As is typical for start-up R&D companies without revenue and earnings, Chemaphor has 

negative shareholders’ equity and, therefore, negative book value per share. eResearch expects this to change to 

positive in fiscal 2014. 

 

H1/2011: The financials and commentary pertaining to the Company’s first half results are presented on Page 12, 

following Table 5, Abridged Financial Statements, set out on the next page. 

 

COMMENT (on the following table): Revenue is increasing rapidly, and EBITDA is expected to turn positive in 
fiscal 2012 and Net Income the following year. We expect excess cash generated will be used to reduce its R&D 

Repayable Funding obligations and to secure the marketing and sales rights to new products for Canada. 
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Table 5: Abridged Financial Statements 

 
Year Year Year Last 12 Year Year Year

31-Oct 31-Oct 31-Oct Months 31-Oct 31-Oct 31-Oct

2008A 2009A 2010A Apr30/11 2011E 2012E 2013E

Statement of Income/(Loss)

REVENUE:

OxC-ß Products 352,305 1,063,214 0 26,775 220,180 2,943,800 5,357,840

Stem Cell Therapy 0 0 0 14,665 280,000 696,000 1,080,000

Chemistry Services 59,944 120,302 184,536 176,081 200,000 220,000 240,000

Total Revenue 412,249 1,183,516 184,536 217,521 700,180 3,859,800 6,677,840

EXPENSES:

Selling/General/Admin. (457,803) (806,902) (1,055,483) (1,610,629) (525,135) (1,929,900) (2,671,136)

Research & Development (1,051,646) (1,393,508) (1,485,392) (1,248,691) (490,126) (1,543,920) (1,669,460)

Other Income/(Expense) 39,361 24,186 (7,475) (3,275) (20,000) (25,000) (35,000)

EBITDA (1,057,839) (992,708) (2,363,814) (2,645,074) (335,081) 360,980 2,302,244

Amortization (70,567) (62,697) (97,861) (169,457) (160,000) (190,000) (225,000)

Stock-based Compensation (140,549) (224,000) (186,000) (114,000) (150,000) (150,000) (200,000)

EBIT (1,268,955) (1,279,405) (2,647,675) (2,928,531) (645,081) 20,980 1,877,244

Interest Expense 0 (65,196) (131,472) (88,488) (110,000) (100,000) (90,000)

Net Income/(Loss) (1,268,955) (1,344,601) (2,779,147) (3,017,019) (755,081) (79,020) 1,787,244

Total Shares Outstanding 22,276,636 30,709,153 42,427,816 56,598,948 54,868,948 54,868,948 54,868,948

Weighted Avg Shares Outstanding 22,276,636 22,461,458 34,501,683 47,885,362 55,733,948 54,868,948 54,868,948

Earnings/(Loss) Per Share ($0.06) ($0.06) ($0.08) ($0.06) ($0.01) ($0.00) $0.03

Statement of Cash Flow

Net Income/(Loss) (1,268,955) (1,344,601) (2,779,147) (3,017,019) (755,081) (79,020) 1,787,244

All Non-Cash Items 211,116 351,893 415,333 371,945 420,000 440,000 515,000

Cash Flow from Operations (1,057,839) (992,708) (2,363,814) (2,645,074) (335,081) 360,980 2,302,244

Capital Expenditures (33,578) (4,808) (281,835) (256,282) (300,000) (400,000) (600,000)

Free Cash Flow (1,091,417) (997,516) (2,645,649) (2,901,356) (635,081) (39,020) 1,702,244

Working Capital Changes 418,347 (146,087) 432,579 1,013,749 (325,178) 100,000 50,000

Equity Financing 0 537,557 1,294,456 1,459,803 1,189,000 0 0

Debt Financing 516,282 884,209 484,399 679,563 272,711 0 0

Change in Cash (156,788) 278,163 (434,215) 251,759 501,452 60,980 1,752,244

Cash, Beginning of Period 385126 228,338 506,501 236,640 72,286 573,738 634,718

Cash, End of Period 228,338 506,501 72,286 488,399 573,738 634,718 2,386,962

At At At At At

31-Oct 31-Oct 31-Oct 30-Apr 31-Oct

2008A 2009A 2010A 2011A 2011E

Balance Sheet

Cash 228,338 506,501 72,286 488,399 573,738

Other Current Assets 125,045 778,827 254,513 239,419 150,000

Capital Assets 260,359 202,470 936,871 840,112 900,000

Total Assets 613,742 1,487,798 1,263,670 1,567,930 1,623,738

Current Liabilities 412,403 644,867 1,528,731 1,909,869 1,200,000

R&D Repayable Funding 1,097,487 1,660,917 2,145,316 2,415,524 2,418,027

Convertible Debt 0 284,312 0 0 0

Other Liabilities 251,484 0 52,831 30,830 35,000

Total Liabilities 1,761,374 2,590,096 3,726,878 4,356,223 3,653,027

Shareholders' Equity (1,147,632) (1,102,298) (2,463,208) (2,788,293) (2,029,289)

Total Liabilities & Equity 613,742 1,487,798 1,263,670 1,567,930 1,623,738  
 

Source: Company and eResearch 
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Financial Results for H1/2011 
 

Chemaphor’s first and second quarter results for fiscal 2011, are as follows: 

 

Table 6: H1/2011 
Q1 Q1 Q2 Q2 1st Half 1st Half

31-Jan 31-Jan 30-Apr 30-Apr 30-Apr 30-Apr

2011 2010 Change 2011 2010 Change 2011 2010 Change

Statement of Income/(Loss)

REVENUE:

OxC-ß Products 18,933 0 7,842 0 26,775 0

Stem Cell Therapy 0 0 14,665 0 14,665 0

Chemistry Services 39,896 13,553 24,981 59,779 64,877 73,332

Total Revenue 58,829 13,553 334.1% 47,488 59,779 -20.6% 106,317 73,332 45.0%

EXPENSES: 0 0

Selling/General/Admin. (447,310) (184,505) (535,486) (243,145) (982,796) (427,650)

Research & Development (239,267) (427,288) (347,983) (396,663) (587,250) (823,951)

Other Income/(Expense) (2,889) (346) 2,395 (4,348) (494) (4,694)

EBITDA (630,637) (598,586) -5.4% (833,586) (584,377) -42.6% (1,464,223) (1,182,963) -23.8%

Amortization (48,450) (18,172) (48,737) (7,419) (97,187) (25,591)

Stock-based Compensation (26,000) (62,000) (26,000) (62,000) (52,000) (124,000)

EBIT (705,087) (678,758) (908,323) (653,796) (1,613,410) (1,332,554)

Interest Expense (22,212) (32,598) 0 (32,598) (22,212) (65,196)

Net Income/(Loss) (727,299) (711,356) -2.2% (908,323) (686,394) -32.3% (1,635,622) (1,397,750) -17.0%

Total Shares Outstanding 49,868,948 32,464,961 53.6% 56,598,948 32,464,961 74.3% 56,598,948 32,464,961 74.3%

Weighted Avg Shares O/S 45,808,197 31,022,062 47.7% 49,917,014 32,464,961 53.8% 47,885,362 32,305,913 48.2%

Earnings/(Loss) Per Share ($0.02) ($0.02) ($0.02) ($0.02) ($0.03) ($0.04)

Net Income/(Loss) (727,299) (711,356) (908,323) (686,394) (1,635,622) (1,397,750)

All Non-Cash Items 96,662 112,770 74,737 102,017 171,399 214,787

Cash Flow from Operations (630,637) (598,586) (833,586) (584,377) (1,464,223) (1,182,963)

Capital Expenditures (14,639) (17,870) (4,443) (26,765) (19,082) (44,635)

Free Cash Flow (645,276) (616,456) (838,029) (611,142) (1,483,305) (1,227,598)

Working Capital Changes 85,262 (193,030) 348,556 45,678 433,818 (147,352)

Equity Financing 389,199 786,545 562,693 0 951,892 786,545

Debt Financing 122,711 97,956 390,997 220,588 513,708 318,544

Change in Cash (48,104) 75,015 464,217 (344,876) 416,113 (269,861)

Cash, Beginning of Period 72,286 506,501 24,182 581,516 72,286 506,501

Cash, End of Period 24,182 581,516 488,399 236,640 488,399 236,640  
 

For the first half of fiscal 2011, despite initial revenue from the Oximunol™ product and from stem cell therapy, 

SG&A expenses more than doubled such that, even with less R&D expenditures, EBITDA declined 23.8%. At the 

bottom line, the Net Loss increased 17% to a negative $1.63 million. The OxC-ß (Oximunol™) product sales that 

started in late November 2010 were not sufficient to cover the increase in marketing expenses incurred during the 

same period. Q2/2011 saw the commencement of the Vet-Stem cell service, which generated a modest amount of sales 

revenue ($14,665), but with a healthy margin and little in marketing expenses.  

 

COMMENT: Chemaphor’s Avivagen subsidiary hired a Director of Marketing and Sales in May of this year. Over 
the years, Ms. Charlotte Foster has gained increasing experience with a number of animal health firms, including 

Pfizer, Schering-Plough, and Merck Agvet. Her role at Avivagen will be in directing efforts to increase market 
penetration of Oximunol™ Chewable Tablets, the Vet-Stem Regenerative Cells service, and future products. Since 

Q2’s reduced revenue in OxC-ß was an unwelcome surprise, we expect a reversal and that efforts by Ms. Foster will 

translate into rising revenue in Q3 and Q4, and beyond.  
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VALUATION 
 

A. Canadian Comparisons 
 

We have examined several publicly-traded Canadian natural-health or biology-based companies from which to choose 

suitable companies to be used for comparative purposes in valuing Chemaphor. The following is a brief description of 

each company: 

 

1.  Advitech (TSX-V: AVI): Advitech Inc. is a health sciences and technology company that researches, develops, 

manufactures, and markets proprietary natural ingredients and formulations for oral and topical applications to 

prevent immune-mediated inflammatory disorders. 

 

2.  Afexa (TSX: FXA):  Afexa Life Sciences Inc. engages in the development and sale of biopharmaceutical 

products primarily in the United States and Canada. The company develops its products based on the 

ChemBioPrint technology, which is used to discover and biologically standardize natural products that deliver 

health benefits. This company is best known for its product Cold FX™.  

 

3.  Atrium Innovations Inc. (TSX: ATB). Atrium provides innovation, formulation, production, and 

commercialization of science-based and professionally-recommended products for the health and nutrition 

industry, with a broad portfolio of finished products. This company is well-established and not a start-up. It is 

profitable, multi-national, and multi-divisional. (This is not a suitable comparative as its stage of development and 

focus is different from that of Chemaphor.) 

 

4.  Bellus Health (TSX: BLU). A health company focused on the research, development, and commercialization of 

products to provide health solutions to address critical unmet medical needs. (The company’s status, i.e. selling 

off its natural health product for Alzheimer’s disease, precludes its use as a comparative.) 

 

5. BioExx Specialty Proteins (TSX: BXI) BioExx is involved in global development, construction, and operation 

of oilseed processing facilities, initially focused on Canola oilseed extraction in Saskatoon, Canada, with plans to 

expand into rapeseed, soybean, and flax seeds in North America, the EU, and South America. Not a suitable 

comparative. 

 

6.  Bioniche Life Sciences (TSX: BNC). A research-based, technology-driven, bio-pharmaceutical company 

involved in the discovery, development, manufacturing, and marketing of proprietary products for human and 

animal health markets worldwide. 

 

7.  Burcon Nutrascience (TSX: BU). A research and development company that is developing its plant protein 

extraction and purification technology in the field of functional, renewable plant proteins. (Not considered a 

suitable comparative as it is non-revenue producing.) 

 

8.  Neptune Technologies & Bioressources Inc. (TSX-V: NTB)   A biotechnology company engaged in the 

research, development, and commercialization of products derived from marine biomasses for the neutraceutical, 

pharmaceutical, and cosmetic industries. 

  

9.  Ranaz (TSX-V: RNZ): Ranaz Corporation engages in the design, development, production, and sale of 

nutritional, protein, and dietary supplements in the United States, Canada, and Europe. 

 

10.  SunOpta (TSX: SOY): SunOpta Inc. manufactures and markets natural, organic, and specialty foods and natural 

health products. Since this company is large and successful, it is considered to be unsuitable as a comparative.  

 

 

CONCLUSION: From the list of companies above, we consider the following to be appropriate as comparatives to 
Chemaphor: (1) Advitech Inc.; (2) Bioniche Life Sciences Inc.; (3) Neptune Technologies & Bioressources Inc.; and 

(4) Ranaz Corporation. 
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Stock Stock Stock Current 200-Day

Price Price Price 52 - Week Shares Market Market

Company Current 50-Day Avg 200-Day Avg High Low O/S (mill) Cap (mill) Cap (mill)

Neptune Technologies $3.79 $3.43 $2.59 $4.13 - $1.16 48.37 $183.3 $125.3

Bioniche Life Sciences $0.85 $0.98 $1.32 $1.94 - $0.83 101.83 $86.6 $134.4

Ranaz Corporation $0.065 $0.068 $0.074 $0.16 - $0.04 60.21 $3.9 $4.5

Advitech Inc. $0.035 $0.035 $0.040 $0.085 - $0.03 103.06 $3.6 $4.1

Chemaphor Inc. ► $0.085 $0.078 $0.091 $0.15 - $0.06 56.89 $4.8 $5.2
  

Source: Company and eResearch 

 

The table above shows the stock price for each company (1) currently, (2) its 50-day and 200-day average, and (3) its 

52-week high-low. We also show each company’s market capitalization, based on (1) its current share price, and also 

on (2) its 200-day average share price. 

 

As indicated, Neptune Technologies & Bioressources and Bioniche Life Sciences are both much larger than the other 

three companies. 

 

The next table looks at sales and EBITDA for each company. 

 

NOTE: For Chemaphor, the sales and EBITDA numbers are eResearch’s estimates for the fiscal year ending October 
31, 2012, since: (1) our estimates are negative for both of these parameters for the current fiscal year; and (2) the 

Company will benefit from a full-year contribution from Oximunol™ in both Canada and the USA. 

 

Sales Mkt Cap EBITDA Mkt Cap

Company Sales (mill) Per Share to Sales (before R&D) to EBITDA

Neptune Technologies $16.685 $0.345 10.99 $2.783 65.87

Bioniche Life Sciences $37.065 $0.364 2.34 $9.112 9.50

Ranaz Corporation $18.363 $0.305 0.21 $0.615 6.36

Advitech Inc. $1.291 $0.013 2.79 neg n/a

Avg = 4.08

Chemaphor Inc. ► $5.358 $0.094 0.90 $3.971 1.22  
Source: Company and eResearch 

 

Sensitivity Analysis 
 

From the two foregoing tables, we provide a sensitivity table (next page) that considers a matrix of values for the 

ratios of:  (1) Market Capitalization to Sales; and (2) Market Capitalization to EBITDA (before R&D). 
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Equivalent Market Equivalent Market

Mkt Cap Market Cap Mkt Cap Market Cap

to Sales Cap (mill) Per Share to EBITDA Cap (mill) Per Share

Chemaphor Inc. ► 0.90 $4.8 $0.09 1.22 $4.8 $0.09

1.50 $8.0 $0.14 3.00 $11.9 $0.21

2.00 $10.7 $0.19 5.00 $19.9 $0.35

3.00 $16.1 $0.28 7.00 $27.8 $0.49

4.08 $21.9 $0.38 9.00 $35.7 $0.63

5.00 $26.8 $0.47 11.00 $43.7 $0.77

6.00 $32.1 $0.57 13.00 $51.6 $0.91

 
Source: eResearch 

 

The Market Cap to Sales Ratio for the four comparatives range between 10.99x and 0.21x (the wide range reflects the 

differing success and advancement of the respective companies), with an average of 4.08x. At this Ratio, Chemaphor 

would have an Intrinsic Value of $0.38 per share. 

 

The Market Cap to EBITDA (before R&D) Ratio equally exhibited a wide range. We ignored Neptune and Advitech 

and built our sensitivity around Bioniche and Ranaz, which had ratios that averaged almost 8.00x. Since Bioniche is 

more advanced than Ranaz or Chemaphor, we considered it prudent to select a lower Ratio than the average, and 

chose 5.00x. At this Ratio, Chemaphor would have an Intrinsic Value of $0.35 per share. 

 

B. Target Price 
 

Based on our sensitivity analyses, the Intrinsic Value of Chemaphor ranges between $0.31 and $0.35 per share. 

 

In our opinion, there is upside potential to this projection, IF:  

 

(1) Management concludes out-licensing deals for bringing its products into foreign markets: Asia, Europe, South 

America, and the Middle East; 

 

(2) The Company in-licenses any new products that sell through its current distribution channel; and  

 

(3) Management can accelerate the development, approval, and roll-out of its feed additive business. (We have not 

included any contribution from the feed additive product line in our financial forecasts through to the end of fiscal 

2013.) 

 

Consequently, we are setting our 12-months Target Price at the upper end of the range, at $0.38 per share. 

 

 

CORPORATE INFORMATION 
 

Head Office: Nutrisciences:  

Chemaphor Inc., Chemaphor Inc.,  

100 Sussex Drive, NRC Institute for Nutrisciences and Health  

Ottawa, ON  K1A 0R6 550 University Ave.,  

Telephone: 613-949-8164 Charlottetown, PE  C1A 4P3 

Website: www.chemaphor.com Telephone: 902-367-3715 

   

http://www.chemaphor.com/
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MANAGEMENT & DIRECTORS 
 

The following biographies were sourced from the Company’s website. 
 

1. Management 
 

David Hankinson, Chief Executive Officer  

 President and CEO of Solvay Pharma Inc. 

 Co-founded and functioned as VP of a pharmaceutical distribution company, Kingswood Canada Inc. 

 Prior work experience includes 15 years in various positions at Eli Lilly. 
 

Graham Burton, Ph.D, President, Managing Director of Research Co-Ordination & Co-Founder 

 Co-founded Chemaphor after 19 years in the biomedical field at the National Research Council of Canada. 

 His term as group leader at NRC Steacie Institute for Molecular Sciences provided the foundation for 

Chemaphor's β-carotene technology.  

 Internationally renowned as a leading scientist in vitamin E research. 
 

Janusz Daroszewski, Ph.D, Managing Director of Chemistry and Technical Support & Co-Founder 

 Co-founded Chemaphor after 21 years in the chemical industry, research institutions, and academia. 

 Broad background in organic synthetic chemistry. 

 Extensive experience in research of biologically-active substances. 
 

David Croucher, Chief Financial Officer (part-time basis) 

 Has been Chief Financial Officer of Chemaphor since May 2006. 

 A senior executive who has been working with public and private companies in Canada and the U.S.A. for the 

past 15 years, including presently being Chief Financial Officer of Oculus Ventures Corporation, and 

TrueContext Mobile Solutions Corporation. 

 Served nine years in public accounting with PricewaterhouseCoopers LLP, working in Canada and the United 

States, and focusing on publicly-traded and start-up high-technology companies. 
 

2. Board of Directors 
 

Jacques Brault, Chairman  

 Extensive background in the food service industry. 

 Currently president and majority shareholder of several financial holding companies. 

 CEO and owner of a commercial real estate-related company. 

Amin Khalifa, former Chairman 

 Currently sits on the Board of Directors of PetSmart, Inc. 

 Previously VP and CFO of Beckman Coulter. 

 Has been the CFO of several public companies, including divisions of Monsanto, Aetna, and Pepsico. 

Chandra Panchal, M.Sc, Ph.D  

 President of Mentra Nova Enterprises Inc. (subsidiary of Mentra Life Sciences Inc.) 

 President & CEO of Axcelon Biopolymers Corp. 

 Previously Co-Founder, President, and CEO of Procyon Biopharma Inc. 

David Hankinson (see above) 

Graham Burton, Ph.D. (see above)  

 

Janusz Daroszewski, Ph.D. (see above) 
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3. Management Effectiveness 
 

In our Challenges (last bullet) on Page 3, we referred to possible disadvantages of having senior management operate 

from different locations.  

 

David Hankinson, CEO, is actively involved in overseeing the Nutriscience operations and Avivagen's VetStem 

Regenerative Cell services, which operate from the Charlottetown, PEI offices. Mr. Hankinson is also involved in 

developing and maintaining good relations with the Atlantic Canada Opportunities Agency (ACOA), a major sponsor, 

as well as with the PEI government and the PEI BioAlliance, of which Mr. Hankinson is Deputy Chairman. (The 

Prince Edward Island Bioscience Cluster is engaged in the research, development, and commercialization of 

bioactives-based human and animal health and nutrition products.) 

 

Mr. Hankinson also oversees the marketing and sales operations, with key personnel located in Vancouver, Toronto, 

and Montreal.  

 

Graham Burton, President, fulfills a complementary role from the Ottawa offices, covering off relevant business, 

financial, and operational activities.  

 

Mr. Burton states, “Dave and I operate as a close knit team. Never has there been the thought of, or any reason to 

believe, that Dave could operate more effectively if he were located in or close to Ottawa.” 

 

COMMENT: While we cannot dispute the assertion that Chemaphor’s senior executives work as an effective 
management team, eResearch nevertheless maintains that management inefficiencies can occur if senior personnel 
are located in different parts of the country. Centralized management usually makes communication and decision-

making easier and quicker to achieve. 

 

 

CORPORATE PARTNERS 
 

Chemaphor is a source technology provider and has engaged in several collaborative partnerships to strengthen its 

footprint in the animal health industry. Current partners include: 
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ANALYST CERTIFICATION 
 

The Research Analysts who were involved in the preparation of this Research Report hereby certify that: 

(1) the views and opinions expressed herein accurately reflect the Research Analysts’ personal views concerning any 

and all securities and issuers that are either discussed or are the subject matter of this Research Report; and 

(2) The compensation received for the preparation of this report was not related, in any way, to the Research 

Analysts’ views and opinions expressed herein. 

 

eResearch Analysts on this Report:  
 

Christopher Neuman, B.Sc., B.Comm., MBA:  Christopher Neuman has over 30 years of progressive experience in 

the Canadian pharmaceutical, medical device, and biotech industries, most recently in senior executive leadership 

roles. Starting as a quality control chemist, he progressed through several senior sales and marketing management 

positions until his appointment as President and CEO of a leading skin care company. He has held senior positions at 

several life sciences companies, and has been active as a consultant helping companies solve business challenges in 

marketing, sales, business development, distribution, and pricing. 

 

Bob Weir, B.Sc., B. Comm., CFA: Bob Weir has 44 years of investment research and analytical experience in both 

the equity and fixed-income sectors, and in the commercial real estate industry. He joined eResearch in 2004 and has 

been its President, CEO, and Managing Director, Research Services since May 2005. Prior to joining eResearch, Mr. 

Weir was at Dominion Bond Rating Service (DBRS), latterly as Executive Vice-President responsible for supervising 

the firm’s 34 analysts and conducting the day-to-day management affairs of the company.  

 

Analyst Affirmation: I, Christopher Neuman, and I, Bob Weir, hereby state that, at the time of issuance of this 

research report, I do not own, directly or indirectly, any shares of Chemaphor Inc. 

 

eRESEARCH ANALYST GROUP 
 

Managing Director, Research Services: Bob Weir, CFA 

 

Financial Services 

Robin Cornwell 

 

Life Sciences 

Scott Davidson 

Christopher Neuman 

 

Manufacturing and  

Industrial Products 

Bill Campbell 

 

 

Energy 
Yuri Belinsky 

Eugene Bukoveczky 

Achille Desmarais 

 

Special Situations 
Bill Campbell 

Shash Patel 

Michael Zienchuk 

 

 

 

Mining & Metals 

Yuri Belinsky 

Eugene Bukoveczky 

Shash Patel 

 

Mining Advisors 
George Cargill 

Graham Wilson 

 

 

eResearch Disclaimer: In keeping with the policies of eResearch concerning its strict independence, all of the 

opinions expressed in this report, including the selection of the 12-month Target Price and the Recommendation 
(Buy-Hold-Sell) for the Company’s shares, are strictly those of eResearch, and are free from any influence or 

interference from any person or persons at the Company. In the preparation of a research report, it is the policy of 
eResearch to send a draft copy of the report, without divulging the Target Price or Recommendation or any reference 

to either in the text of the report, to the Company and to any third party that paid for the report to be written. 

Comments from Company management are restricted to correcting factual errors, and ensuring that there are no 
misrepresentations or confidential, non-public information contained in the report. eResearch, in its sole discretion, 

judges whether to include in its final report any of the suggestions made on its draft report. 
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eResearch Recommendation System 
 

Strong Buy:  Expected total return within the next 12 months is at least 40%. 

Buy:  Expected total return within the next 12 months is between 10% and 40%. 

Speculative Buy:  Expected total return within the next 12 months is substantial, but Risk is High (see below). 

Hold: Expected total return within the next 12 months is between 0% and 10%. 

Sell:  Expected total return within the next 12 months is negative. 

___________________________________________________________________________________________________________ 

eResearch Risk Rating System 
 

A company may have some, but not necessarily all, of the following characteristics of a specific risk rating to qualify for that rating: 

 

High Risk:  Financial - Little or no revenue and earnings, limited financial history, weak balance sheet, negative free cash flows, 

poor working capital solvency, no dividends.  

 Operational - Weak competitive market position, early stage of development, unproven operating plan, high cost 

 structure, industry consolidating, business model/technology unproven or out-of-date. 

 

Medium Risk:  Financial - Several years of revenue and positive earnings, balance sheet in line with industry average, positive free 

 cash flow, adequate working capital solvency, may or may not pay a dividend. 

 Operational - Competitive market position and cost structure, industry stable, business model/technology is well 

established and consistent with current state of industry. 

 

Low Risk:  Financial - Strong revenue growth and earnings over several years, stronger than average balance sheet, strong positive 

free cash flows, above average working capital solvency, company may pay (and stock may yield) substantial dividends 

or company may actively buy back stock. 

 Operational - Dominant player in its market, below average cost structure, company may be a consolidator, company 

may have a leading market/technology position. 

___________________________________________________________________________________________________________ 

eResearch Disclosure Statement 
 

eResearch operates two business segments: (1) the provision of equity research to the investment community; and (2) the offering of its 

abilities to assist companies raise capital. The research activities and operations of eResearch are carried out solely by its Research 

Services division, which provides published research and analysis to its Subscribers on its website (www.eresearch.ca), and to the general 
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