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Investment Highlights 

Q2 revenue of $16.5 million exceeded our $16.2 million estimate and consensus of 

$15.5 million. Excluding launch costs of Halo Elevate gross margin of 32% exceeded 

our estimate and excluding the launch costs and re-branding expenses, totaling about 

$1 million, EBITDA would have also exceeded our estimates. 

 

International sales for the quarter were $7.1 million and $14 million for the first half. 

This is almost equal to the full-year sales to the international markets in 2021. Part of 

the increase in the first half relates to company efforts to anticipate supply-chain 

challenges and have product available in the market for the important Singles Day in 

China. This pulled forward sales from the second half. We continue to expect the 

company to generate about $25 million in sales in the international market this year, 

but first-half loaded instead of our prior expectation of a second-half load. 

 

Sales to the Brick & Mortar channel were $4 million for the quarter, $8.3 million for 

the first half and up 130% over the first half of 2021. The company’s roll-out to PetCo 

and Pet Supplies Plus has progressed faster than we previously modeled and resulted 

in better sales than we had forecast in the first half but the second half will be lower 

as the channel adjusts to the initial inventory fill. 

 

Reported gross margin for the quarter was 29% versus 28% in Q1. Excluding Halo 

Elevate launch costs gross margin would have been 32% and a new manufacturing 

partner for international product will result in further gross margin improvement in 

the second half. We have modeled gross margin of 34.5% in the second half and 

improving to 36% next year.  

 

We reiterate our Buy recommendation and $10 price target. The company is in the 

early stages of expansion in the U.S. brick and mortar segment, is on track to exceed 

its $100 million in aggregate contract minimums through 2025 from international 

distributors and has completed the integration of its TruDog brand into the Halo 

product portfolio. The shares have been buffeted by the decline in small-cap stocks 

and offer substantial value at current levels.  

 

Valuation: An EV/Sales multiple of 4x applied to our 2023 revenue estimate results in a price target range of $10 to $12 per share. 

The low end of the range assumes exercise of the company’s warrants. Our $10 price target uses the 4x EV/Sales multiple and assumes 

exercise of the company’s warrants. 

  

Risks: Risks to achieving our price target include an interruption in the economic recovery, less expansion in the domestic retail 

channel than we project, Asian distributors not meeting their minimum purchase obligations, cost increases impacting margins and 

greater time and resources needed to meet sales objectives.   

Better Choice Company Inc. (NYSE AM: BTTR) 

 
Buy: Q2 Review.  

   
Q2 revenue was better than expected but margins were impacted by one-time launch 

costs. The second half will be lower as the U. S. specialty store and international 

channels absorb product delivered in the first half. We expect strong growth and 

margin improvement next year. We reiterate our $10 target based on an EV/sales 

multiple of 4x our 2023 sales estimate. 
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Cash at quarter end was $17.8 million (including $7 million in restricted cash required by the company’s credit facility), and for 

the quarter operating cash flow consumed $5.3 million of cash. A significant part of the cash use was for inventory, which increased 

$2.2 million from Q1. The company has invested in inventory to support the Halo Elevate launch and to anticipate supply chain 

disruptions. We expect inventory to decline as the Halo Elevate launch matures, but to remain higher than desired until normalcy 

returns to the supply chain. 

 

We believe cash is adequate for the company’s growth plans but the margin for unexpected issues or opportunities is less than we 

prefer. 

 

Actual v Estimates 

 

 
Source: Better Choice and Dawson James Securities estimates 

 

We have changed our estimates for this year and next to reflect the pace of the roll-out in the U.S. brick-and-mortar channel and 

the supply chain issues in the international markets. We have moderated the pace of margin improvement we had previously 

forecast, and this has resulted in lower EPS and EBITDA estimates for this year and next. 
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Prior Estimates v. Current Estimates 

 
Source: Better Choice and Dawson James Securities estimates 

 

The company’s long-term financial model is a gross margin of 40% to 45%, contribution margin of 20% to 25% and long-term 

EBITDA margin of 10% to 15%. We believe the company is not likely to achieve these targets until 2024. 

 

The company also has a goal of achieving $100 million in gross annual sales within the next 3 years. This would equate to about 

$85 million in net sales (gross sales less allowances and discounts), or a 25% CAGR from 2020. As mentioned above, higher growth 

is expected from the brick-and-mortar and international channels, with still strong growth from e-commerce and DTC. 

 

We believe pet food sales will be less impacted than other major consumer expenditures by the Fed’s tighter monetary policy. The 

pandemic has changed work-from-home habits for a generation and increased the number of pets and demand for pet food, 

particularly demand for premium food. We believe a mix shift to premium food is driven by the humanization of pets, greater time 

at home, lower birth rates and substantial cash balances on consumers’ balance sheets. 

 

We think the company has significant growth potential. Apart from the pet food market’s two mega, mass-market suppliers, Nestlé’s 

Purina and Mars which serve about 45% of the global pet food market, the rest of the market is highly fragmented. We believe this 

offers opportunities for well-managed and well-financed companies, such as Better Choice, to gain share organically and through 

acquisitions. We expect the pet food market will grow far in excess of nominal GDP growth in the U.S. driven by increased pet 

ownership, higher income, and migration to bigger houses on larger lots. The pandemic has boosted growth as more people work 

from home and have more opportunity to care for pets. 

 

The company is led by an experienced and deep management team with a history of success in consumer products and pet food. 

Recent additions include experienced e-commerce and marketing talent. We also believe the company has the financial resources 

necessary to accomplish its goals, with over $23 million in cash. 

 

Valuation 

Freshpet is the closest and most relevant comp to Better Choice. There are retailers in the pet business, but their margin and growth 

profiles are much different from Better Choice’s. The pet food businesses of J.M. Smucker, General Mills, Colgate, Spectrum 

Brands and Nestlé are parts of larger businesses and have much lower expected growth relative to Better Choice.  

 

 
Source: FactSet and Dawson James Securities estimates 

 

The chart below shows historical EV/Sales data for Freshpet, Blue Buffalo (while it was public) and Better Choice. Blue Buffalo 

had a similar growth, margin and market focus to Better Choice, so we believe its multiple history is relevant to where we believe 

Better Choice’s shares could trade.  

http://www.dawsonjames.com/
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From August 2015 through March of 2018, the average EV/Sales based on forward-12-month sales estimates for Blue Buffalo was 

4.0x. During this same period, Freshpet’s shares traded at an average EV/Sales of 2.5x. From March 2018, when Blue Buffalo was 

acquired, through February 2020, when the pandemic began to have an impact on the market, Freshpet’s shares traded at an average 

EV/Sales of 5.9x, and since March 2020 have traded at an average of 10.0x and currently trades at 3.5x FTM sales. 

 

We believe the Blue Buffalo and Freshpet pre-pandemic average multiples are the most relevant for Better Choice’s valuation. 

Growth is similar, as are margins. An EV/Sales multiple of 4x applied to our 2023 Better Choice revenue estimate results in a price 

target range of $10 to $12 per share. The low end of the range assumes exercise of the company’s warrants. Our $10 price target 

uses the 4x EV/Sales multiple and assumes exercise of the company’s warrants. 

 

 
Source: FactSet and Dawson James Securities estimates 

 

Risk Analysis  

Risks to achieving our price target include an interruption in the economic recovery, less expansion in the domestic retail channel 

than we project, Asian distributors not meeting their minimum purchase obligations, cost increases impacting margins and greater 

time and resources needed to meet sales objectives.

http://www.dawsonjames.com/
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Exhibit 1. Income Statement  

 

 

 
Source: Better Choice Company Inc. and Dawson James Securities estimates 

http://www.dawsonjames.com/
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Exhibit 2. Balance Sheet and Cash Flow Statement  

 

 
 

Source: Better Choice Company Inc. and Dawson James Securities estimates 

 

 

http://www.dawsonjames.com/


 

   www.dawsonjames.com            
 

 

               8/12/22              Page 7 of 8 

Important Disclosures: 

 

Price Chart: 
 

  
 

 

Price target and ratings changes over the past three years: 

Initiated – Buy – August 31, 2021 – Price Target $10.00 

Update – Buy – October 19, 2021 – Price Target $10.00 

Update – Buy – November 11, 2021 – Price Target $10.00 

Update – Buy – February 11, 2022 – Price Target $10.00 

Update – Buy – March 23, 2022 – Price Target $10.00 

Update – Buy – March 30, 2022 – Price Target $10.00 

Update – Buy – May 13, 2022 – Price Target $10.00 

Update – Buy – July 20, 2022 – Price Target $10.00 

Update – Buy – August 12, 2022 – Price Target $10.00 

 

 

 

Dawson James Securities, Inc. (the "Firm") is a member of the Financial Industry Regulatory Authority ("FINRA") and the Securities 

Investor Protection Corporation ("SIPC").  

 

The Firm does not make a market in the securities of the subject company(s). The Firm has not engaged in investment banking 

relationships with the subject company in the prior twelve months, as a manager or co-manager of a public offering and has not received 

compensation resulting from those relationships. The Firm may seek compensation for investment banking services in the future from 

the subject company(s). The Firm has not received other compensation from the subject company(s) in the last 12 months for services 

unrelated to managing or co-managing of a public offering. 

 

Neither the research analyst(s) whose name appears on this report nor any member of his (their) household is an officer, director, or 

advisory board member of these companies. The Firm and/or its directors and employees may own securities of the company(s) in this 

report and may increase or decrease holdings in the future. As of August 1, 2022, the Firm as a whole did not beneficially own 1% or 

more of any class of common equity securities of the subject company(s) of this report. The Firm, its officers, directors, analysts, or 

employees may affect transactions in and have long or short positions in the securities (or options or warrants related to those securities) 

of the company(s) subject to this report. The Firm may affect transactions as principal or agent in those securities.  

 

Analysts receive no direct compensation in connection with the Firm's investment banking business. All Firm employees, including the 

analyst(s) responsible for preparing this report, may be eligible to receive non-product or service-specific monetary bonus compensation 

that is based upon various factors, including total revenues of the Firm and its affiliates as well as a portion of the proceeds from a broad 

pool of investment vehicles consisting of components of the compensation generated by investment banking activities, including but 

not limited to shares of stock and/or warrants, which may or may not include the securities referenced in this report.  

 

Although the statements in this report have been obtained from and are based upon recognized statistical services, issuer reports or 

communications, or other sources that the Firm believes to be reliable, we cannot guarantee their accuracy. All opinions and estimates 

included in this report constitute the analyst's judgment as of the date of this report and are subject to change without notice. 

http://www.dawsonjames.com/
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Information about valuation methods and risks can be found in the "Valuation" and "Risk Analysis" sections of this report. 

 

The securities of the company discussed in this report may be unsuitable for investors depending on their specific investment objectives 

and financial position. This report is offered for informational purposes only and does not constitute an offer or solicitation to buy or 

sell any securities discussed herein in any jurisdiction where such would be prohibited. Additional information is available upon request. 

 

 

Ratings Definitions: 

 

1)   Buy: the analyst believes the price of the stock will appreciate and produce a total return 

of at least 20% over the next 12-18 months; 

2)  Neutral: the analyst believes the price of the stock is fairly valued for the next 12-18 

months; 

3) Sell: the analyst believes the price of the stock will decline by at least 20% over the next 

12-18 months and should be sold. 

 

The following chart reflects the range of current research report ratings for all companies, followed by the analysts of the Firm. The 
chart also reflects the research report ratings relating to those companies for which the Firm has performed investment banking 
services. 
 

Current as of  8-Aug-22       

  
Company 
Coverage   

Investment 
Banking   

Ratings Distribution # of Companies % of Total # of Companies 
% of 

Totals 

Market Outperform (Buy) 29 66% 4 14% 

Market Perform (Neutral) 14 32% 0 0% 

Market Underperform (Sell) 1 2% 0 0% 

  Total 44 100% 4 9% 
 

 

Analyst Certification: 
 
The analyst(s) whose name appears on this research report certifies that 1) all of the views expressed in this report accurately reflect his 

(their) personal views about any and all of the subject securities or issuers discussed; and 2) no part of the research analyst's compensation 

was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research analyst in this 

research report; and 3) all Dawson James employees, including the analyst(s) responsible for preparing this research report, may be 

eligible to receive non-product or service-specific monetary bonus compensation that is based upon various factors, including total 

revenues of Dawson James and its affiliates as well as a portion of the proceeds from a broad pool of investment vehicles consisting of 

components of the compensation generated by investment banking activities, including but not limited to shares of stock and/or warrants, 

which may or may not include the securities referenced in this report. 
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