
TFSA Investors: Forget Aurora (TSX:ACB)! This Growth Stock Has Explosive
Upside in 2020

Description

ACB stock has been a major disappointment for investors. It has lost about 80% of its value in the last
12 months. It’s time for investors to move on (if they haven’t already).

Here’s a growth stock that has positive momentum. It broke out above $1.75 per share in late October
and has already more than doubled from that level by appreciating 120% in a few months.

There are reasons to believe that this growth stock has further explosive upside, though investors
should expect a wild ride.

If you think Shopify stock did well, you’ll be thrilled for the opportunity in this little stock that you
probably have not heard of.

Xebec Adsorption (TSXV:XBC) only has a market cap of $329 million. The stock is more than a four-
bagger from merely one year ago. While Aurora Cannabis has no profitability in sight, Xebec has.
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Data by YCharts. One-year price action of ACB stock, Shopify stock, and Xebec stock.

From revenue to profit

Let’s start by reviewing the small company’s sales, which have quadrupled in about three years. It was
relatively easy for Xebec to grow its sales given that the number was quite small at about $9.6 million
in 2016. In the trailing 12 months, Xebec reported sales of nearly $41.8 million.

It’s good to see that the cost of revenue has declined from 77% to 69% of revenue, allowing gross
profit to increase from under $2.2 million to almost $12.9 million in a few years.

In the same period, Xebec’s research and development spending declined from $143,000 to $80,000,
and operating expenses more than doubled but was an improvement due to declining from 45% to
24% of sales.

For 2019, management estimates revenue of $48-$49 million. Interestingly, in 2018, Xebec reported a
net loss of $2.9 million but turned a profit in 2019.

Specifically, management guides for roughly $4 million of earnings and approximately $6 million of
EBITDA.

Why be bullish on the growth stock?

The market is bullish on the growth stock for multiple reasons. First of all is climate change.
Governments, companies, and people in general are seeking greener alternatives to everything. And
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Xebec rides on the tailwind of this green trend.

Xebec has been in business for about 50 years — mainly in the industrial gas-purification space. Over
the last 12 years or so, it has focused on renewable gases, including renewable natural gas and
hydrogen.

Specifically, Xebec designs, manufactures, services, and sells different types of machinery and
equipment that produce renewable gases from organic matter such as food waste.

Management expects the company to continue growing organically. It estimates 2020 revenue of about
$85 million, net earnings of roughly $6.8 million, and EBITDA margin of 11-13%.

SoCalGas, which is the key natural gas provider in southern California, delivers energy to about 21.8
million consumers. It has a target of generating 20% renewable gas by 2030. (Other companies and
regions including Oregon, Quebec, and British Columbia, also have targets by a certain deadline.)

In December, Xebec made a fitting acquisition of a California-based air and gas service company to
provide North American service for its Cleantech systems and installations, which diversifies its
revenue by contributing about $20 million of revenue.

Xebec expects this acquisition to be the start of its roll-up strategy to buy more service companies such
that it can achieve its target of $30-35 million of annualized service revenue in 2020.

As of December, it also had about $100 million of backlog, up from $71 million in November.

Investor takeaway

Going forward, whether Xebec stock will do well would be a matter of execution that falls on
management’s shoulder, whether companies and governments can follow through with their targets,
and whether Xebec can do a better job than its competitors.

In any case, 2019 turned out to be a very rich year for Xebec and its shareholders. It’d be an
interesting, perhaps explosive growth story to follow if not invest in for 2020 and onward.
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