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Marijuana Stock Market Review & Outlook 
    

                LTB MJ INDEX:  1wk +0.2% 1 mo   +4.8%  3 mo -14.0% 6 mo  -21.3%  1 yr -53.7%      

 

The North American stock markets dipped last week under the weight of a series of negative economic 

results. As we discussed last week, we have been expecting a correction in the North American blue chip 

stocks. It didn’t seem 

to be any single item 

that triggered the 

selloff but perhaps the 

cumulative impact of 

what we have seen the 

last few weeks. The 

Dow Jones dropped -

2.7% last week and the Toronto Stock Exchange gave back -2.2%. Perhaps the U.S. unemployment report 

exemplifies what I am talking about. Last week, the U.S. unemployment rate rose to 14.7% that is the highest 

in 80 years and the President of the Minneapolis Federal Reserve said the correct unemployment rate was 

closer to 23% or 24%. But when another 3.0 million Americans made initial jobless claims for the previous 

week it raised the total to 36.5 million claims in the past eight weeks, it may have been too much. 

 

This chart shows how those initial claims numbers have pro-

gressed. After the big jump on March 21 and 28, the numbers 

have been coming down steadily and that is certainly what 

the markets like to see. But when bad numbers keep coming 

week after week, at some point confidence is shaken. We 

may have reached that point last week. But I don’t see a sud-

den drop-off back to the 200,000 level, that is, I don’t see a 

sudden reversal of what happened in mid-March. My guess 

is the jobless claims number will continue to decline but more 

slowly than expected.  

 

One economic statistic that became a little clearer last week is inflation. Core inflation, that is the Consumer 

Price Index less the effect of food and energy prices, had its largest decline since 1957. Lack of an inflation-

ary response is very important to what is going on here. So far the government response has been much 

larger than it was in response to the economic meltdown on 2007 – 2009. This time, the U.S. government 

has provided $2.9 trillion in relief to consumers and businesses while the Federal Reserve Board has thrown 

in an additional $2 billion in low cost financing. That amounts to 14% of the entire economy measured by 

Gross Domestic Product. That’s over 4.5 times more than the stimulus added in 2007 - 2009 and that doesn’t 

include another $3 trillion approved by the U.S. House on Friday.  

 

This time, however, the economic slowdown has been artificial. It happened because governments have 

advised people to voluntarily stay at home and non-essential businesses to close. Some businesses have 
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been ordered to close, restaurants and bars are a good example, so they are in a similar fix as many con-

sumers. Whether you are an individual or a business, it is hard for me to see how you are better off income-

wise during the pandemic. People aren’t buying houses or cars. If they wanted to buy clothing or furniture, 

you are supposed to be isolating and if you decide to break that rule, where are you going to find a store 

open that is selling what you want? In some jurisdictions, you don’t have to pay your rent but that doesn’t 

mean the rent is forgiven. It’s just deferred until COVID-19 blows over. Consumer spending is over 50% of 

the Canadian economy and nearly 75% of the U.S. so it’s going to impact the economy somewhere. But as 

long as inflation stays under control, governments won’t worry too much about keeping the handouts going. 

And before you become too ingratiated to the politicians that are looking after you, remember it’s your 

money. In fact, the government is giving away more money than it has so it’s your credit they are using 

 

The bottom line is I expect the blue chip sector remain relatively soft. I’m not anticipating a crash but rather 

flat to gently lower while the cannabis stocks catch up. 

 

The MJ Canadian Index appeared to have a problem last week. On Monday, when Aurora Cannabis (TSX: 

ACB) (NYSE: ACB) had its 1 for 12 share rollback, the MJ Canadian Index appeared to treat it as if as if 

ACB’s shares had 

simply risen 12-fold in 

price. This impacted 

the Canadian and 

North American In-

dexes in which ACB is 

a component. I pointed 

this out to their tech-

nical people by email and was told they knew about it and it was being repaired. But it was not fixed by the 

end of the day. As a result, the Index recorded an apparent gain of +38.4% that day which is absurd. The 

days passed without correction so I sent another email to which I have not received a reply. As a result with 

the error uncorrected the index showed a gain of +65.4% for the week. Again, a ludicrous result. I tried as 

best I could to adjust for their mistake and this produced a smaller gain of +17.5% on the week. This still 

appeared too high considering the LTB Marijuana Composite Index was up only +0.2% and the MJ U.S. 

Index was up only +2.9%. The problem is that leaving the index in this state renders it completely useless 

for any calculation where the starting point precedes May 11th and the ending point follows that date. In 

addition, by not being able to attend to a correction that any first year business school student could make 

creates grave doubts about what other mistakes have been left uncorrected. The North American Index is 

also effected by the error and is just as useless unless it is fixed.  
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The main issue is that using my correction shows the cannabis stocks did outperform the blue chip stocks 

last week and the gap 

since the COVID cor-

rection began has 

started to close as ex-

pected. The chart to 

the left shows that vol-

atility moved up again 

last week. As the chart 

to the right indicates, however, the gap did close although it is at least a little uncertain as to how much the 

error in the index contributed to this result. 

 

Both the LTB Licensed Producer and Low-Priced Composite, posted gains on the week although the Li-

censed Producers were only up fractionally while the Low Priced sector gain +1.2%. Aurora Cannabis dom-

inated the trading news 

as the 1 for 12 rollback 

of their stock took ef-

fect on Monday and af-

ter trending lower in the 

early part of the week, 

the stock finished 

stronger. Many pundits 

saw a turnaround for ACB operations reflected in the stock price but I am not one of them. There was nothing 

magical about last week’s trading pattern. I see ACB as a heavily shorted stock (investors positioned to 

profit from a decline in price) where the shorts got nervous about their stance and decided to cover. If you’re 

short and decide to cover, you buy the stock and that is what I think was happening. If I am correct, be 

careful with ACB stock over the next few weeks as the price could easily come slumping back. 

 

The U.S. Marijuana Index advanced +2.9% last week but underperformed a strong but questionable gain in 

the U.S. Canadian Index that I adjusted to +17.5%. There was a curious twist in the next round of COVID-

19 relief, called the 

Health and Economic 

Recovery Omnibus 

Emergency Solutions 

Act, also known as the 

HEROES Act that calls 

for $3 trillion in added 

coronavirus support 

and also includes the Secure and Fare Enforcement (SAFE) Banking Act. We can all agree that politics 

makes strange bedfellows. Not only do aides have to think up acronyms for the bills their bosses put forward, 

they apparently also have to count words in the various bills. As Senate Majority leader Mitch McConnell 

noted the HEROES Act contains the word “cannabis” 68 times which is more times than the word “job.” It’s 
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one of the oldest political ploys in the world. Sneak something in a bill that is really concerned about some-

thing else. Still, if for any reason the HEROES Act should pass with the SAFE Banking language included, 

it would be a real boon to the U.S. cannabis operators.  

 

Conclusion: I continue to expect the blue chips to be sloppy over the balance of 2020. I’m not anticipating 

disaster but I think the major markets may be a little ahead of themselves. At the same time, I also think the 

cannabis stocks will begin to outperform as was the case last week. The cannabis group was already de-

pressed when the COVID correction hit and carried them lower than the blue chip group.  

 

In terms of individual stocks, you should seriously consider adding my latest addition to my coverage list, IM 

Cannabis Corp. (CSE: IMCC) is providing a very attractive buying opportunity because some in-the-money 

warrants expire this week. (see below in Question of the Week). Khiron Life Sciences (TSXV: KHRN) 

(OTCQX: KHRNF) recovers into higher ground. Lexaria (CSE: LXX) (OTCQX: LXRP) seems very attractive 

to me as it morphs into a pharmaceutical company. (see Chris Bunka interview below). Sunniva (CSE: 

SNN) (OTCQB: SNNVF) keeps getting hit by negative surprises but in my conversations with CEO Dr. 

Anthony Holler, I think there is some good news coming. Cannapharmarx put out a press release last week 

advising their own shareholders it is planning to close the Okanagan Falls purchase and their stock has 

rallied from below $.05 per share in March to the $.75 per share level last week. Something’s up, I think. 

1933 Industries (CSE: TGIF) (OTCQB: TGIFF) appears to be suffering from a shortage of buyers for its 

stock. Cannabis Growth Opportunity Corp. (CSE: CGOC) continues to trade at a substantial discount to 

net asset value but I think that discount will be reduced moving ahead. Watch for other new names ahead. 

 

Question of the Week 
    

Thank you for sending in your questions and we hope you will keep them coming. It’s your questions 

that keep this feature interesting and useful. Send your questions to: ltbletter@gmail.com Include your 

initials or a pen name we can use along with your city and country of residence. Questions will be edited 

for clarity and brevity.  

 

Question of the Week 

 

“I note you have added IM Cannabis Corp (CSE: IMCC) to your model portfolio. Will you be telling us about 

it in the newsletter?” 

 

J.W., Toronto, Ontario, Canada 

 

Yes and here it is below. I think there is a real short term buying opportunity here because IMCC has war-

rants expiring next week so there has been some selling pressure from those who need to sell stock to 

exercise their $0.50 per share in-the-money warrants. The only other warrants trade on the Canadian Stock 

Exchange and are exercisable at $1.30 per share until October 11, 2021. I expect IMCC will pop after the 

warrant expiry is complete. 

 

https://ca.finance.yahoo.com/quote/IMCC.CN/
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IM Cannabis Corp (CSE: IMCC) is a diversified medical cannabis company operating out of Israel. Here are 

some important details: 

(a) IMCC, through subsidiary Focus Medical (Focus), is one of about eight original licensed growers in 

Israel. IMCC has been in business for ten years as a private company during which considerable 

time, effort and the founding group’s capital was spent on cannabis research, especially the develop-

ment of strains with potential medical applications. IMCC went public by a Reverse Takeover on No-

vember 5, 2019 and has traded in a range of $.18 - $.75 per share since. 

(b) As you know, management is the key to my investment decision making. My first interview with Oren 

Shuster, pictured to the left, was very recent but here are some things to consider. This is not Shus-

ter’s first rodeo. His initial venture was a very successful technology com-

pany and that was followed by a real estate business. Both are still in oper-

ation and Shuster remains an investor in each. Cannabis is his third project 

and he has built a decade of hands on experience in the cannabis industry. 

In our discussion, his expectation is IMCC will be least as successful and 

quite possibly more than the first two. Shuster strikes me as a person who is 

very careful to ensure he can over-deliver on what he says. Other people 

have told me the same thing. He is not the kind of person who will even discuss Letters of Intent 

(LOIs) or Memorandums of Understanding (MOUs) because these are not certain to his way of think-

ing and, if anything, it helps the competition by telling them what he is up to. I would say when Shuster 

tells you something, you can take it to the bank. Based on my due diligence, I feel confident that Oren 

Shuster understands the IMCC business, has a clear picture of where he wants to go and how to get 

there combined with an acute awareness of his priorities in getting there. 

(c) I have the same sense about Board Chair Marc Lustig whose strength is capital 

markets and investment banking. Lustig was the founder of Origin 

House/CannaRoyalty Corp. that was sold to Cresco Labs a year ago. Lustig is 

an excellent complement to Shuster who knows much more about the opera-

tional side of business in Israel and Europe and less about the ins and outs of 

public companies. The business model of managing operations out of the nat-

ural geographical locations and having the capital markets handled in North 

America, in this case Montreal, is a paradigm I have seen work very well with other companies. It is 

an ideal symbiotic relationship. I have spoken to others who know both Shuster and Lustig and their 

comments support my conclusions. 

(d) One of Shuster’s strengths along with his investment partners is the ability to find an opportunity and 

negotiate a favourable result. As we are discovering, the Canadian licensed producers lacked this 

ability in many cases and I am told the European and some of the Israeli companies are the same 

way. Moving forward, I think Shuster gives IMCC an advantage with “mergers and acquisitions” that 

may play an important role in IMCC’s long term success.  

(e) IMCC is vertically integrated to produce branded medical marijuana products in Israel for which it has 

all the requisite licenses. Aside from its facility in Israel, ICMM utilizes a lower capital cost model by 

outsourcing the growth of its strains on a highly supervised basis. These supply agreements are in 

place for Focus to acquire the cannabis necessary for contracted sales over the next three years. 

(f) I think it is also important to appreciate the position of Israel in today’s world:  

https://ca.finance.yahoo.com/quote/IMCC.CN/
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(1) Israel is located 2,200 miles (3,500 km) north of the equator. As the map shows, it is located on 

the eastern end of the Mediterranean Sea in the Levant area of the Fertile Crescent. Israel is 

bounded to the north by Lebanon, the northeast by Syria, the east by 

Jordan and the West Bank and to the southwest by Egypt. To the west 

is the Mediterranean Sea that makes up most of Israel’s coast and the 

Gaza Strip. Israel has a small border on the Red Sea to the south. 

(2) The people of Israel are among the best educated in the world hav-

ing the highest per capita number of university degrees. Israel pro-

duces more scientific papers per capita than any other country; it has 

the highest number of patents filed per capita and has more Nobel 

Prizes per capita than the U.S. 

(3) The economy is defined by the United Nations as “Very Highly Developed” and has a leaning 

toward science and technology. Israel’s high tech hub known as “Silicon Wadi” is second in im-

portance in the world to Silicon Valley. Israel ranks 5th in the world by the share of people in high-

skilled employment. 

(4) Israel has the second-largest number of start-up companies in the world after only the U.S. and 

the third-largest number of companies listed on the NASDAQ after the U.S. and China; it has the 

third highest rate of women entrepreneurs; it leads the world in patents issued for medical devices 

and attracts the most venture capital per capita in the world   

(5) Companies like Apple, Microsoft and Intel built their first overseas research and development fa-

cilities in Israel and IBM, Google, Hewlett Packard, Cisco and Facebook are among companies 

that have important R&D facilities located there. Israel is favoured 

by the world’s leading entrepreneurs, investors and industry leaders 

including Microsoft founder Bill Gates and renowned investor and 

founder of Berkshire Hathaway, Warren Buffett. The “ease of doing 

business” index published by the World Bank rates Israel as “very 

easy.” 

(6) It is a net lender nation with a Standard & Poor’s rating of AA- with 

a stable outlook and a Moody’s rating of A1 with a positive outlook. 

(7) As illustrated to the right1 northern Israel is rated temperate with hot 

and dry summers and the south is classified as a hot desert region. In any event. Some regions 

of the country offer excellent natural climates for growing cannabis. 

(8) Israel has an historical connection with cannabis. In the early 1960’s, Professor Raphael Mech-

oulam was a young medicinal chemist at the Weizmann Institute of Science in Rehovot, Israel 

when he and colleague Dr. Yehiel Gaoni first isolated cannabidiol (CBD) as having many potential 

medical applications and ∆9-tetrahydrocannabinol (THC) as the principal psychoactive ingredient 

of the marijuana plant. Mechoulam is known as the Father of Cannabis Science and has played 

an instrumental role in Israel becoming a world leader in cannabis research for medical applica-

tions. 

                                            
1 Beck, H.E., Zimmermann, N. E., McVicar, T. R., Vergopolan, N., Berg, A., & Wood, E. F. - "Present and future Köppen-
Geiger climate classification maps at 1-km resolution".  
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(9) Israel probably offers one of the most attractive combinations of climate, industrial/agricultural 

infrastructure and business stability globally. 

(g) The IMCC brand is one of the best in Israel built up over a decade of helping people with a combina-

tion of superior cannabis strains matched to individual needs and tier one service.  

(h) IMCC intends to leverage its position in Israel to expand into the European Union. Because of the 

constraints due to COVID-19, their other operations except Germany have been moved to the back 

burner for the time being. The German acquisition, Adjupharm, is a business to business model and 

all the licenses and regulatory requirements are in place to sell medical marijuana products. 

(i) Revenue for the year ended December 31, 2019 was $9.1 million with a gross profit of $4.3 million. 

But what really attracted my attention was the recent announcement of binding sales contracts to 

groups of Israeli pharmacies as well as e-commerce and home delivery platforms totalling in excess 

of approximately $195 million over the next three years. Added to that were three orders from distrib-

utors in Germany. A summary of sales contracts announced recently follows below. 

(j) The contracts are described as “binding sales agreements.” IMCC believes these agreements are 

based on a mutual commitment with a buyer that undertakes to purchase a prescribed amount of 

IMCC branded product at an established price and IMCC commits to provide the product at the spec-

ified volume and prices. These contracts are not Purchase Orders but they are the next best thing. 

(k) One of agreements is for CAN $107.4 million with Super-Pharm, Israel’s largest pharmacy chain, that 

has a connection with Shopper’s Drug Mart in Canada. Murray Koffler founded Shoppers Drug Mart 

in Canada with roots going back to 1941. Murray Koffler’s son, Leon Koffler founded Super-Pharm in 

Israel in 1978. 

(l) Most recently was the announcement that IMCC’s German subsidiary, Adjupharm GmbH, has ob-

tained definitive purchase commitments for 360 kg of medical cannabis over the next year with two 

distributors in Germany and a third with another German distributor for 465 kgs. Adjupharm is fully 

licensed to import, export and distribute medical cannabis in Germany. 

 

 

 

 

 

 

 

 

 

 

 

 

 

(m)The German market has some unique characteristics. One is that all medical cannabis must be dis-

tributed through pharmacies. Second, the maximum number of pharmacies that can be owned by one 

person or company is three. As a result, distributor/wholesalers have an important role to play in the 

market. This does add an additional layer in the distribution/marketing chain so the gross margin will 

Date Purchaser Location Brand Amount Term Value Avg Value Value/kg Est Gross

(kgs) (yrs) ($CAD) per year ($CAD) Margin

March 29, 2020 Oranim & Medi Plus Israel IMC 2,400          3 15,000,000$       5,000,000$       6,250$       50%

April 6, 2020 Shor Tabachnik Israel IMC 2,000          2 12,000,000$       6,000,000$       6,000$       50%

April 13, 2020 Super-Pharm Israel IMC 13,575        3 80,400,000$       26,800,000$     5,923$       50%

April 13, 2020 Panaxia Labs Israel IMC 1,000          1 5,900,000$         5,900,000$       5,900$       50%

April 14, 2020 Max Pharm Israel IMC 1,500          3 8,600,000$         2,866,667$       5,733$       50%

April 21, 2020 Pharm Yarok Israel IMC 12,600        3 71,600,000$       23,866,667$     5,683$       50%

May 7, 2020 Two distributors Germany IMC 360             1 40%

May 12, 2020 One distributor Germany IMC 465             1 40%

Super-Pharm sales escalate from 2,270 kg in 2020 to 4,980 kg in 2021 to 6,325 kg in 2022 and includes dry flower and extracts

Max Pharm is 500 kgs for one year and an option to extend for two additional years

Of the sales in Israel, 3,000 kg are expected to be recorded in 2020

The May 7, 2020 agreement is with two undisclosed distributors for three to twelve month terms with 279 kg in sales for 2020

The May 12, 2020 agreement is expected to see 190 kg in sales in 2020 and 275 in 2021
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likely be lower. In the case of the Israeli contracts, IMCC estimated the gross margin at 50%. For 

German contracts they have published an estimate of 40%. 

(n) The Israel based contracts total sales of $193.5 million over the next three years. Partly because 

these contracts were signed between March and May 2020, there are only seven to nine months of 

2020 left to count for the current year so the sales impact will scale up from 2020 through 2022. Also 

it seems some contracts were written to scale up.  

(o) To judge prices in Germany, the best benchmark is probably the Government to Government agree-

ment between Bedrocan of the Netherlands and the German government. The Bedrocan price of € 

5.6 (approximately CAN $8.50 at CAN $1.00 = €0.66) is the same to all wholesalers. After the 

markups from wholesaler to pharmacy to consumer, the retail price paid by the end user including 

taxes is approximately €23 per gram. IMCC’s German agreements fall within this general outline. 

(p) Perhaps the most significant recent development was a Free Export Order for medical cannabis 

signed by the Ministry of Economy. Applications to export cannabis will be accepted starting in 30 

days. This significantly increases the international market potential for the IMC brand. IMCC is one of 

eight cannabis companies operating in Israel with others waiting for approval. IMCC has said it will 

apply for an export licenses as soon as possible.  

 

IMCC’s experience has been at the early stages of new legislation in the past and they know there 

are many details to be filled in. At this time, IMCC will continue with their current approach. IMCC will 

pursue the regulatory processes and incorporate them as soon as there is a clearer picture of what 

is involved. 

 

IMCC enjoys another competitive advantage at the present time. I know that a license to export can-

nabis from a selling country is often easier to attain than a license to import into the buying nation. 

But you need both. IMCC’s subsidiary, Adjupharm GmbH, has the approvals necessary to import 

medical cannabis into Germany. 

 

Conclusion: I am really excited to introduce a new name to my 

rather selective list of favoured companies. A cannabis stock 

price bear market, problems unique to the cannabis industry and 

more recently the collective difficulties introduced by COVID-19 

have made it difficult to find an attractive investment. But I think 

IMCC fits the bill because it ticks all the boxes:  

 Excellent management 

 Sufficient cash to fund operations and operating growth 

 A sound business plan 

 An excellent location with access to the European medical market, and, 

 No skeletons in the closet. 

 

At the recent price, IMCC’s market cap is a little more than one times sales over the next twelve months that 

(1) is a sales expectation that is more reliable given the nature of the binding sales agreements (2) does not 

take into account the possibility of additional sales contracts or sales (3) does not allow for the potential of 

another acquisition (4) although there are 140 million shares outstanding, I estimate that a control holding 
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of over 50% can be considered closely held and unlikely to be sold anytime soon, and, (5) IMCC is not well 

known and under-owned at this stage.  

 

There is also a case to be made based on IMCC’s business and business plan based on (1) proprietary 

medical cannabis strains developed over the previous decade (2) product excellence based on these pro-

prietary genetics (3) a leading medical cannabis brand (4) established and regulatory approved supply chain 

in Germany/European Union (5) profitable operations, and (6) significant growth opportunities. 

The current price is also attractive relative to IMCC’s pre-RTO units and the last public offering which was a 

full share plus one-half a warrant for $1.05 per share. 

The chart illustrates a couple of points:  

(a) IMCC went public in a Reverse Takeover transaction on November 5, 2019 when it closed at $.63 

per share. You will find very few cannabis companies that are currently trading at a breakeven level 

from early November. 

(b) IMCC traded at a low of $.18 per share on March 23, 2020. The announcement of sales contracts 

began on March 29, 2020. Since that time, the stock has recovered nicely to the $.60 per share level. 

At this time, the stock had significant positive momentum. 

(c) Since the stock price reached this level in early May, IMCC has announced three additional sales 

contracts in Germany. In addition, Israel announced approval of cannabis exports that is of significant 

potential value to IMCC. Yet the share price appears to have stalled out. The stock rallied as high as 

$.75 per share but dropped back. 

(d) I believe there is an explanation for this and in that explanation is an opportunity. In a private stage 

financing, IM Cannabis issued warrants with an exercise price of $.50 per share. Those warrants 

expire at the end of this week. When “in-the-money” warrants near expiration, it benefits holders to 

sell them or exercise. In this case, the warrants could not be sold because they were not listed to 

trade. That leaves exercising as the alternative and in many cases warrant holders must sell shares 

to have the cash to exercise. Even if they have the cash to exercise, the stock position in the portfolio 

is over-weighted and sold for that reason.  

I believe when the exercise date passes, the shares of IMCC will pop up in price because the selling will 

stop. As a result, I think the early part of the week will represent a very attractive buying opportunity in IMCC. 

Circumstances like this don’t come along very often. When you find one, you have to act quickly. 

 

NOTE: IMCC has warrants exercisable at $1.30 per share until October 11, 2021 listed on the Canadian 

Stock Exchange. These are well out-of-the-money but for those with a speculative bent, it might be worth 

the risk.  

 

Disclosure: I do not own IMCC and I am not being compensated for writing this article except by the pub-

lishers of the Cannabis Report Model Portfolio. 
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The Cannabis Report Model Portfolio 

 
Here’s the bottom line as far as I’m concerned and it shows up in the model portfolio which is down in value 

in such a difficult market for cannabis stocks. The Cannabis Report Model Portfolio is structured and moni-

tored to be as close to an actual portfolio as possible. Rules are are in place so that changes to the portfolio 

are first sent to the administrator who posts the changes on the 

Internet to subscribers. Each change with my reasoning is re-

ported in writing to subscribers before the market opening on the 

same day the trade is made.  

 

The chart to the right shows this portfolio plotted relative to the MJ 

Canadian Marijuana Index. By rising to the right, this chart shows 

the portfolio has consistently outperformed the MJCMI, good mar-

kets and bad. I believe this shows since inception, the companies I write about and the things I say about 

them adds value to the investment process. So if you believe as I do that legal medical and recreational 

cannabis are here to stay and the industry will continue to grow much faster than the economy as a whole, 

I recommend you subscribe to the model portfolio report. (click here to subscribe) 

 

Marijuana Matters 
 

In an article entitled ‘The Metamorphosis of Lexaria’ dated October 2, 2019, I interviewed Chris Bunka, 

Chief Executive Officer of Lexaria (CSE: LXX) (OTCQX: LXRP) in which he explained why looking at 

LXRP solely as a cannabis play were shortchanging their DehydraTECH™ technology. In an interview 

to discuss the recently completed $2 million equity and warrants financing I gained fur-

ther insight into the future of LXRP. I said in a subsequent report, “When looking at Lex-

aria, the market sees caterpillars and I see butterflies,” I am more confident than ever 

the market will come around to my point of view by the end of the year. 

 

First, the offering that is now closed was an offering of units comprised of a share at U.S. 

$0.23 per share plus a warrant to buy one share at U.S. $0.35 per share for five years. 

LXRP issued 8,978,260 shares plus a like number of warrants to raise gross proceed of 

U.S. $2.0 million from approximately two dozen placees. The proceeds are intended to be used to: 

(a) to perform and complete its recently announced human pilot study researching effectiveness of Dehy-

draTECH™  technology related to enhancing the oral bioavailability of certain antiviral drugs of potential 

use against COVID-19 or other infectious disease states 

(b) to fund the application process for a senior US exchange listing application, and, 

(c) for general working capital. 

 

Ohashi: Let me begin by congratulating you on getting this financing done. At this stage, I can think of very 

companies that would have been able to pull this off. I’m happy because I think it reflects well on you and 

John Docherty (President) and all the others working with you. The Special Equities Group of Bradley Woods 

(BWC) is not exactly a household name on my contact list. How did you meet them? 

 

https://newsletters.advfn.com/cannabisreport/subscribe-1
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Bunka: Thanks, Ted. I met them last fall on one of many trips in the U.S. to tell our story. They moved to the 

top of my list when they hopped on a airplane and came to Kelowna to visit us and makes sure we are for 

real. It took quite a bit of back and forth but we got it done. I told our people at the time that in some 25 years, 

that was only the second time that had happened. So I knew they were serious. 

 

Ohashi: Was the up-listing to a senior U.S. exchange an important part of it? 

 

Bunka: Yes. I can’t tell you how many times being listed OTC was a show-stopper for American investors. 

So I knew it was important and I mentioned it in my outlook report in early January. Now we have a clear 

path ahead of us and the money to pay for the costs involved. I’m expecting it will be done in 2020. 

 

Ohashi: And that will attract a whole new category of investors and investment bankers? 

 

Bunka: Yes. We may have already seen some of this. When it came to the up-listing discussion, two Cana-

dian investors were very nervous about it and, in the end, didn’t participate. Now it might not have been just 

for that reason. But every American investor that wrote a cheque for the offering was strongly in favour of a 

NASDAQ listing and, I would say, it was an important part of the discussion leading up to the final financing. 

 

Ohashi: I’m kind of curious about their attitude toward the Altria decision. How did the Bradley Woods group, 

if I can call them that, react to the pending decision? 

 

Bunka: Well, we were very cautious and communicated with our Canadian and U.S. lawyers in detail. We 

wanted to be sure of what to disclose and what not to disclose. We made sure to avoid selective disclosure 

issues. The bottom line to what we said was exactly what I have been telling you. I am concerned that we 

haven’t heard from Altria because I think they’ve made their decision and they have promised to give me 

their answer in writing “soon” but I don’t have it. That worries me and the longer it goes without a decision, 

the more nervous I become. But they have been very close to the vest about it. They haven’t said they are 

not going to proceed either and there has been absolutely no guidance or direction about their decision. We 

haven’t received formal notice and we don’t know what their intentions are with respect to moving forward. 

 

So it concerned one or two investors but it seemed like the others didn’t care and their thinking went along 

these lines. They asked, “How much will Altria invest if it all keeps going?” We said a total of $11 million. 

Then they asked “What if Altria doesn’t proceed?” We said they basically lose their exclusivity to use the 

technology in the United States. I’m abbreviating the discussion. Next they said, “If Altria doesn’t proceed, 

will someone else come in and take their place?” I said, it is something we work on every day. We have had 

long standing relationships in the tobacco/nicotine industry going back three years so I think there is a good 

chance we can find other interested parties. Their punch line was “We think if anyone else comes along, 

you’ll get more than $11 million. We almost hope they don’t proceed.” So for everyone except for maybe 

those one or two investors, it wasn’t a big topic of conversation and it wasn’t a show stopper. 

 

Ohashi: So are we looking at the end of the month for the 90 day deadline for an answer from Altria? 

 

Bunka: No. It seems the time line is getting drawn out. I don’t have the dates on the tip of my tongue but we 

received the final scientific document in the last ten days, I think. Let’s say it was April 15 th. Then our legal 

opinion is they have 90 days from then so we might be looking at mid-July if it goes to the maximum. I can’t 

see drawing it out but I don’t know. 
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Ohashi: Although I thought the fact you were able to do this financing in the manner you did it and the up-

listing becoming an active part of the current plan were really the issues that got my heart rate going, you are 

going to proceed with lab work on DehydraTECH™ and COVID-19? 

 

Bunka: Oh yes. Absolutely. I am communicating to our Board ahead of our meeting next week that this is 

probably the most important financing in the history of LXRP. I am working on a budget that is now over 100 

lines long to make sure that certain things happen and the DehydraTECH™/COVID work is a very important 

part of that. You and I have talked about this a lot. Over the past five years, we raised a total of $11 million 

so we have operated LXRP on $2.25 million a year during that time. If we get the up-listing accomplished 

this year and we do a $5 to $10 million financing as part of that, then the next two or three years will be very 

active ones for LXRP. 

 

I think the work we have done with cannabis has been very important but as history is written, it may have 

been a learning experience. This financing is our first step toward becoming a pharmaceutical company. We 

have submitted the final documents to two leading Canadian universities to work with on the COVID side of 

things. We have verbal approval from a Canadian government agency to co-fund the work. We have already 

purchased and taken delivery of two of the anti-viral drugs we want to study. We’re ready. We’re hoping to 

get started in June and best case is we’ll have preliminary data by August. 

 

Ohashi: I remember two or three years ago when you created that graph that compared the size of the 

market for cannabis with vitamins, non-steroidal anti-inflammatory drugs (NSAID) and nicotine. Cannabis 

was almost tiny compared to the others. Even before that we had talked about the day that one of these other 

areas would become more important than cannabis. That’s what’s happening. Maybe a little sooner than we 

expected but that is it. 

  

Bunka: Yes. We are going to be a pharma company specializing in infectious diseases. This is a market that 

is much larger than cannabis in total. So that is where we are headed. The revenue and profit margins in 

pharma are much better than we have seen in cannabis so far. For these reasons, we are very excited. We 

have installed some equipment to clean the air better and we are fewer people than many so we are able to 

manage social distancing at work. Starting next week, we are going to be in the office three days a week. 

This is going to be a busy place over the next six months. 

 

Ohashi: just to wrap up, I think what we’re seeing with COVID-19 is going to be a recurring situation in the 

future. Thus far it’s been once every ten years. But I think it’s going to be once every seven years. Then once 

every five years. Which is my way of saying if DehyrdraTECH™ has a role to play, it is going to be an active 

business opportunity. 

 

Bunka: I agree with you. As you can imagine we end up talking to a number of infectious disease experts 

and a growing minority of them are starting to believe coronaviruses are going to be part of the human 

experience perhaps for all of time. For example, influenza is part of our lives. It never goes away. It comes 

back regularly during what is now called ‘flu season.’ Flu shots don’t work 100% because there are so many 

flu viruses and they also keep mutating. So COVID may become just like that. We may develop a herd 

immunity but every year people will die from COVID just like people still die from the flu.  

 



14 
 

Conclusion: I said it before and I’ll say it again, “When looking at Lexaria, the market sees caterpillars and 

I see butterflies.” The next six months will be very important and 

exciting for LXRP. First, it will learn Altria’s decision with respect 

to moving forward with their joint study. I still prefer if it is positive 

but I am less concerned if it is not. LXRP will seek out another lead 

party for the nicotine side of the business. They will learn quite 

quickly what potential DehydraTECH™ might have with COVID-19. 

They will also take the necessary steps toward an up-listing and 

expect to complete it before year end. I believe all of this will result 

in a market capitalization substantially higher than the U.S. $23 

million that prevails at present. 

 

Cannabis Quickies 
 
Sunniva Inc. (CSE:SNN) (OTCQB:SNNVF) had a busy week. First, SNN reported it has been named in an action by 

Matrix Venture Capital Management with the Supreme Court of British Columbia seeking a Bankruptcy Order with 

respect to the Okanagan Falls property in connection with a U.S. $6 million promissory note. SNN intends to defend 

its position. Second, Cannapharmarx (OTCMKTS: CPMD) issued a Press Release to its shareholders in which it indi-

cated the expectation to close the purchase of the Okanagan Falls property in this quarter. Although we’ve all heard 

this before, CPMD stock that was U.S. $.03 per share on April 20, 2020, closed at U.S. $.75 per share on Friday. 

Clearly something is going on with CPMD. Third, there was a strong rumour going around that Barker Pacific has listed 

the Cathedral City glasshouse for sale. I continue to believe the key to all of this is has been and continues to be the 

sale of the Okanagan Falls property. Hopefully I can get more clarification in the week ahead. 

 

The “Constellationization” of Canopy Growth (TSX: WEED) (NYSE: CGC) continues as two more top execu-

tives are no longer in the executive suite. Andre Fernandez, Chief Operating Officer and one of the longest serving 

people that was still left as well as Dave Bigioni, Chief Commercial Officer, “…mutually agreeing with Canopy Growth 

to depart.” It all started in early July 2019 when Bruce Linton, Chairman and the face and voice of the cannabis industry 

was terminated. Since then there has been a constant flow of Canopy people out and Constellation (NYSE: STZ) 

people in. Constellation that now owns 40% of Canopy after a recent exercise of warrants, is changing what was a wild 

and woolly entrepreneurial corporate culture into a Wall Street top down hierarchy. This seems like a chilly departure 

as Canopy did not even bother to include an often phony “thanks for their service.”   

 

Applications Watch 
 

Ten more licenses issued by Health Canada result in a total of 383 licenses issued. This week new licenses 

were issued to 102016483 Saskatchewan in Saskatchewan for micro-cultivation, Hydrocanna of Quebec for 

micro-cultivation, Canadian Cannabis Network of Ontario for sale, Euphora of Alberta of cultivation, pro-

cessing and sale, HEMPSANA of Ontario for processing, Jacob Saffer Spiro of Ontario for micro-processing, 

Motif Labs of Ontario for processing, Organnicraft of British Columbia for micro-cultivation, Propagation 

Services Canada of British Columbia for cultivation and West River Cannabis 2nd site of Nova Scotia for 

micro-cultivation. Over 40 public companies are LPs or own an interest in one or more LPs. Licensed pro-

ducers by province are Ontario (159 or 42%), British Columbia (89 or 23%), Alberta (41 or 11%), Quebec 

(40 or 10%), Saskatchewan (16 or 4%), Nova Scotia (14 or 4%), New Brunswick (9 or 2%), Manitoba (8 for 
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2%), Prince Edward Island (3 or 1%) and NewfoundThland and Labrador (3 or 1%). Percent totals may not 

add up to 100% due to rounding. For a complete list of LPs and related information, Ctrl-Click (here)  

  

Recent Articles 
 

Khiron Life Sciences (TSXV: KHRN) (OTCQB: KHRNF) will enjoy a significant first mover advantage in the 

medical cannabis industry in Colombia, Latin America and possibly Europe. KHRN has received authorization 

to manufacture, fill prescriptions for and sell medical cannabis products in Colombia for domestic and export 

markets. The last of 28 regulatory steps was completed last week. This is the most significant corporate 

milestone in KHRN’s already illustrious history and puts it in an exclusive position until someone else com-

pletes the process. As Alvaro Torres, Chief Executive Office of KHRN said the company has won the regula-

tory race in Colombia and is now prepared to execute on a well prepared distribution plan. 

 

I had an interview scheduled with Chris Naprawa, President of Khiron Life Sciences after the market close 

on Thursday March 19, 2020. Earlier that day, KHRN had been halted at the request of the company pending 

news. This news was released pre-opening on March 20, 

2020 so I combined the information from my interview 

with a webcast featuring Chris Naprawa and Alvaro 

Torres, Chief Executive Officer of KHRN who reported on 

this most significant accomplishment. 

 

KHRN announced the attainment of the certification of its 

laboratory making it the first company authorized to man-

ufacture, fill prescriptions for and sell medical cannabis in Colombia. As KHRN has 

two ILANS clinics and its recently announced integrated medical Zerenia clinic in operation, initial sales are 

anticipated within a day or two. Colombia has some six million potential patients for medical cannabis prod-

ucts and at this time KHRN has an exclusive ability to prescribe, manufacture or sell cannabis products to 

meet the needs of these people. 

 

KHRN is also allowed to export medical cannabis products although each country has its own requirements 

to enable imports. With Peru, KHRN has applied for an import license that is expected shortly. In the United 

Kingdom, KHRN is the only Latin American provider to Project Twenty21, Europe’s largest medical cannabis 

study with 20,000 patients that has the support of The Royal College of Psychiatrists, The British Pain Society, 

the United Patients Alliance, patients, peers and medical cannabis campaigners. Project Twenty21 will study 

the therapeutic effect of medical cannabis for the U.K. National Health Service (NHS). The goal is to convince 

UK policy makers that medical cannabis should be as widely available and affordable as other medicines and 

to build a case for NHS funding for Chronic Pain, Epilepsy, Multiple Sclerosis, Post Traumatic Stress Disorder, 

Tourette’s Syndrome, Anxiety Disorder or those dealing with substance abuse. KHRN as a provider will sub-

sidize part of the cost of the medications as will U.K.’s leading independent scientific group, Drug Science so 

this is a revenue generating process. Because of the recent approval by Colombia, KHRN could be one of if 

not the first provider of medical cannabis to the study. Brazil is finalizing its regulations to allow the importation 

of medical cannabis products and KHRN is well situated to act when that process is completed. 

 

https://www.canada.ca/en/health-canada/services/drugs-medication/cannabis/industry-licensees-applicants/licensed-cultivators-processors-sellers.html
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According to the International Monetary Fund, Colombia’s economy ranks 40th in the world, Peru is 50th, the 

United Kingdom is 6th and Brazil ranks 9th. If you look at these markets collectively, the potential for KHRN is 

enormous.  

 

Given this propitious opportunity combined with the realities created by COVID-19, KHRN is further focussing 

its efforts on the medical cannabis sector. As a result: 

 In Uruguay, KHRN will suspend construction of cultivation assets for the time being. This makes sense 

and would not appear to hinder their entry into Brazil. 

 Wellness/CPG: with the social distancing initiatives in mind, KHRN is significantly reducing sales and 

marketing spending for Kuida® in the European and US markets for now but will continue its current 

marketing efforts in Colombia. Again, why introduce a new product when people are being encouraged 

to stay home and avoid crowded areas such as shopping malls? 

 Dixie Brands Joint Venture: In light of Dixie’s plans to merge with BR Brands, LLC, KHRN and Dixie 

have mutually agreed to terminate the joint venture that was announced on January 30, 2019. Hard to 

argue with this. 

 

"We are now in the sales execution phase of our business plan and as such it is key that we remain focused 

on those areas of our business that have the greatest revenue potential and are scalable across our address-

able markets. We have taken decisive action to protect our balance sheet and focus on our core medical 

businesses, in the most promising markets," comments Mr. Torres.  

 

I should add that KHRN has also won the cash race. None of this would be possible if it weren’t for the 

outstanding group Chris Naprawa coordinated out of Toronto with other members of the senior management 

team in Bogota in mid-2019 to ensure their war chest would be full. 

 

In the webcast, it was reported that KHRN has made purchases under its Normal Course Issuer Bid (NCIB). 

It is in the best interest of all shareholders that the strategic plan for the NCIB remains confidential. Disclosure 

will be made as required. It was also reported that home delivery and telemedicine are a priority in Colombia. 

 

It is also very important to note that KHRN is working closely with the Colombian government to help where 

they can with the COVID-19 pandemic. KHRN has informed officials that it will coordinate the patient flow at 

their clinics in Bogota to ensure the more serious needs of the community can be served properly in the 

hospitals. In addition, KHRN has complied with the government guidelines to enable people to work from 

home if possible. 

 

Conclusion: Khiron continues to separate itself from the crowd and I believe this might be the breakthrough 

milestone that brings investors to their senses. Using a “back of the napkin” calculation, KHRN is trading at 

around the value of cash on a balance sheet free of debt. They are positioned to make an unchallenged run 

to the forefront of the medical cannabis market in Colombia. They are in a position to increase their strangle-

hold on the Latin American market. Finally, their participation in Project Twenty21 in the United Kingdom is 

an excellent initial entry into the European market. 

 



17 
 

Kimberly Hedlin, analyst at Canaccord Genuity places a value of 

$3.25 per share on KHRN that closed Friday at CDN $0.44 per 

share. That would be over a 7-bagger. I have said that just over a 

year ago Alvaro Torres described for me an “audacious” plan to 

leverage KHRN’s position in Colombia to become a force on the 

international cannabis stage. Torres’ plan doesn’t seem quite so 

audacious today. I said recently, my expectation for KHRN seemed 

quite audacious compared to a $3.25 per share price target. Maybe 

a year from now, I won’t seem quite so audacious either. 

 

On January 14, 2020, Chris Bunka, Chief Executive Officer of Lexaria Bioscience 

(CSE: LXX) (OTCQX: LXRP) published a corporate update in the form of a letter to 

shareholders. Given the dreadful conditions in the major markets and the downstream 

effect on the cannabis stocks, I thought this would be an appropriate time to see how 

things are going. You can read my review of Bunka’s previous comments below 

in“There’s More to Lexaria Than Meets the Eye. A Lot More.” Chris is more down to 

earth than many CEO’s so I hope you will find his straightforward comments refreshing.  

 

Ohashi: Let me start with a very general question. Give us an overview of things at Lexaria generally. 

Bunka: I think we’re like a lot of companies in the cannabis space right now – I’m good. The company is 

good. The markets are terrible and that has an effect on everything including me and the company. For 

example, with respect to the COVID – 19 virus, a month ago, I told my family, people at work and others that 

I thought this was going to knock 30% off the Dow and Toronto markets and cut back to 5% equity in my 

portfolio excluding Lexaaria shares of which I haven’t sold a share. So we do what we can under all circum-

stances. I try to be a good steward for Lexaria but we can’t escape it totally. 

Ohashi: As you say, we all know about the markets. But how is Lexaria’s business doing? If I go back to the 

letter you wrote to shareholders at yearend, for example, how are things going with Altria? 

Bunka: Right now the ball is in their court and we’re waiting for an answer. Around mid-January we submitted 

the report for Phase I of our program. We felt the findings were very positive but they have the report and 

we’re awaiting a decision regarding Phase II. For us it’s very frustrating because they aren’t giving us any 

hints. Again, it might be the markets but it makes me edgy. They’ve had the report for around six weeks. They 

know the cannabis markets have been poor. Their $8 billion adventure with JUUL has been a headache I’m 

sure. But having said that, Altria is well within the parameters laid out in our contract. They have 90 days to 

respond after the report was in so we’re about halfway through. So the phone will ring in the next six weeks 

and we’ll know what happens next. 

Ohashi: Well let’s talk about that a bit. My recollection is that Phase I was important but there weren’t any 

show stoppers in Phase II. 

Bunka: That’s more or less correct. Phase I was the science to determine if our technology does what they 

want and Phase II is then to optimize things, that is, if we increase this 10%, what happens. So lots of testing 

to make sure we’ve refined things to provide the best results. 

Ohashi: What are the possibilities looking ahead from today? 

Bunka: Sure. 

1. Altria doesn’t proceed to Phase II. This means they lose the exclusivity to the technology in the U.S. 

but they are still licensed to use it on a non-exclusive basis in the U.S. and Europe. The royalty is set 
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by contract so if they decide to use it now or in the future, we know what the royalty will be. We are 

then free to try to make a deal with someone else with respect to nicotine. 

2. Altria proceeds to Phase II. This means we will proceed as laid out in the contract or they may want 

some revisions. Phase II consists of $4 million of scientific work to optimize the technology. 

I guess what I’m saying is I don’t understand the “delay” and that makes me nervous. I’m comfortable with 

the science and always have been, I’m happy with the work we did that I think went really well. So to me 

that’s cut and dried. But the delay in the response worries me that there are outside factors. Altria’s internal 

issues that I don’t know anything about. So it has been several weeks without an answer and that gives me 

some slight reason for concern. 

Ohashi: So what are you waiting for from them?  

Bunka: I guess their internal decision making process. The work is done. The data is in. We thought their 

decision would be almost instantaneous. I mean they have 90 days so they are well within the guidelines. But 

because it isn’t what I expected and I don’t have any information bothers me. I don’t like the fact that it’s out 

of my control. What adds to it from my point of view is it’s not the scientists that make the decision. It’s a 

financial decision made by business executives. I feel good because I think they got memos from the scientific 

people saying things went quite well but at the same time, are they getting memos from someone else saying 

there are going to be budget cuts in a way that impacts us. 

Ohashi: Yeah. But what exactly are you waiting for? Let’s proceed with Phase II? Let’s… 

Bunka: They have warrants that expire 90 days after the final report went in. Now the final report went in as 

I said in mid-January and it was 99% complete. There was one final report we were waiting for that covered 

a very minor issue. But right now we’re waiting for Altria to say they are exercising their warrants that will 

bring in $4 million to fund Phase II.   

Ohashi: In your state of the union letter, you said Lexaria had the opportunity to work with other Fortune 500 

type companies. Anything to report there? 

Bunka: We have an ongoing active relationship with one right now. We have a relationship with another one 

that is not quite as active and there is a third one that is more of a prospect. What I can tell you is the collective 

interest is not exclusively nicotine. Their interests include nicotine but other things as well. I mean even here, 

I know the COVID pandemic is having some impact. One of these that is a much larger company than Altria 

is asking tens of thousands of employees to stay home.  

Ohashi: How is the new lab working out? 

Bunka: It’s going very well. We have a full time PhD working in the lab and coordinating with John Docherty 

in Toronto. She has done some very good work help us with our nano-emulsion applications. We got our 

license last summer and we have already made application to Health Canada to expand our activities.  

Ohashi: you mentioned nano-emulsion. Tell me a little more about that. I know you put out a press release 

on it recently. 

Bunka: Over three years ago, we got our first patent that was for the insertion of cannabinoids into tea and 

coffee. So we have had an interest in beverages right from the get go. I know that Canopy Growth and 

Constellation Brands have the ability to write big cheques in the beverage space but I can tell you there is not 

one beverage market. At the very basic level there is a wet beverage and dry beverage market. Wet beverage 

is the ready-to-drink market that comes in a bottle or a can. There is also a mix-and-serve market. I would 

say the vast majority of households in Canada start their day making coffee from dried coffee grounds. This 

market includes tea and tea bags and Kool-Aide, for example. Our ChrgD+ product is a mix-and-serve bev-

erage in a pouch. I would say without hesitation our technology for mix-and-serve beverages is at least as 

advanced as anyone else in the world. We have many years of research in this area and we continue to work 
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to make it better. In the mix-and-serve market, we’re there and we have products in the marketplace and we 

have people looking to white label it from us. 

On the ready-to-drink, we just put out a short little note on one of our clients in the southern U.S. for whom 

we made a nano-emulsified, liquid concentrate that includes the CBD. We have shipped this to them and they 

are going into production immediately. So they are taking our emulsion that has all the benefits for the Dehy-

draTECH™ technology plus the particulate reduction benefit of the nanotech so that product will be on the 

shelves within a matter of weeks. But I will add that the ready-to-drink market has lots of challenges. The 

chemistry is tricky. The age matters. The type of sugar that is used matters because sugar can promote 

bacterial growth. So the wet beverage market is very complicated and I think it will take a couple of years for 

the industry to get to the type of products that are expected today. 

Ohashi: From what I understand that’s the problem that Canopy encountered recently. Their drink was re-

acting chemically with the container. 

Bunka: We have a PhD who has been working part time with us for a couple of years in the southern U.S. 

on wet beverages.  When we first hired him, he told as that soft drink cans are coated on the inside with 

plastic because some beverages react with aluminum. He told that plastic lining reacts with certain terpenes. 

In fact, he said if the bottle were made entirely from that same plastic, the cannabinoids would react with the 

plastic and could eat through the bottle. So certain chemicals in a cannabinoid beverage can attach them-

selves to the plastic lining. I mean it’s too bad because if Canopy had called us we could have warned them 

because we knew that years ago. 

Ohashi: Is the ChrgD+ product selling? 

Bunka: Yes. I’m a little surprised at how well people have adopted it. Something we need to do is learn how 

to get broad distribution of ChrgD+ and TurboCBD™ products. We have done a poor job of it. If we did get 

improved distribution, sales of these products would increase substantially. It’s something on our to-do list for 

2020. We haven’t done it yet but we know it has to be done. 

Ohashi: Are you starting to see some benefit from the Cannabis 2.0 rollout? Edibles in Canada. 

Bunka: Not yet. But it is early days. I mean we are seeing large write-downs of cannabis inventories recently 

and this makes people more cautious. At this point, they would rather have less supply of edibles and struggle 

to meet demand than be the other way around just because of what they are experiencing with flower and 

oil. So it’s moving very slowly and as a result, Lexaria hasn’t felt much benefit from it yet. 

Ohashi: I notice that you are talking about converting flower and oil into powder to extend the “best before” 

date for inventory. Is this an area that you think has potential for you? 

Bunka: I think the potential is certainly there. I mean depending on extraction methods and storage, oil has 

a shelf life between, say, eight and eighteen months. With our powders, we already have full lab data showing 

stability at two years and even three years. So if I had inventories of flower or oils and could extend my best 

before date by double or triple at a cost of ½ of 1%, I would. I would look on it as a cost of business. I think 

that’s just a responsible business decision to protect a most valuable asset. As the cannabis companies 

mature and start to look for ways to protect or extend the economic life of their inventories, I expect some of 

them will begin to look at our technologies and apply them in this way.  

Ohashi: If you convert an oil to a powder and back again do you end up with the same thing? 

Bunka: Generally speaking you do. There are some exceptions to that so it isn’t a universal “yes” but we do 

preserve the active ingredients and the potency of the THC or CBD and inhibit microbial growth. These are 

by far the two most important considerations. That’s what our process does so I think it’s a no-brainer. 

Ohashi: Revenue and cash are very important discussion points these days. You were reasonably optimistic 

about revenue. Is that coming along? 
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Bunka: We have clients on our list that have issues that are delaying them. The cold brewed coffee company 

is proceeding. Our contract with CannaDips is important to us because they already have strong distribution. 

I don’t know how many legal dispensaries there are in Canada right now but it’s probably less than one 

thousand. CannaDips is already in several thousand outlets and their looking to be in three to five times as 

many stores within a year. Our logo is on every can. So it’s the first time our name really gets out there. If 

they meet their goals, we will be fine. If we get new customers, that is on top of everything. We are a B2B so 

we need our customers to do well if we are to do well. 

Ohashi: Finally going back to your yearend letter, you discussed up-listing to the NASDAQ or NYSE-Amex. 

Is that still in play? 

Bunka: Our senior exchange strategy is something we expect and want. I think the up-listing to a National 

Exchange is the key to expanding our presence in the U.S. market. This is something we will be working on 

in 2020 and at the appropriate time we will be asking for shareholder approval to proceed. As we sit here 

today, there are areas we have to work on to qualify for NASDAQ, for example. But there are many different 

ways to get listed on NASDAQ or NYSE-Amex that include a stock price between $2.00 and $5.00 per share, 

a minimum amount of cash in your bank accounts, a certain level of shareholder’s equity and number of 

shareholders. We meet some requirements but not all. But you can time certain events to happen coincident 

with listing. I think this is important if we are going to reach that next level of capital and investment banking. 

So it is still very important to us. 

Ohashi: Watching your stock as closely as I do, since Xmas I have noticed a tendency for LXRP to move 

sharply up and then sharply down quite apart from the moves in the overall market. Do you know of any 

reason for this? 

Bunka: No I don’t. But as we’re talking I’ve just pulled up our chart and I see what you mean. After my yearend 

message, the stock was quite strong. I didn’t expect that but the market seemed to like it. Again, as you said 

a few weeks ago we had another sharp move up. Like in February we were at CAN $.67 and ten days later 

we were at CAN $.40 per share. Nothing happened with the company to account for such a change. Then a 

week later we went back to CAN $.60 per share, up almost 50%. There was nothing fundamental to account 

for such moves. Perhaps at some point investors were thinking Altria’s going ahead and the stock moved up 

and when that didn’t happen other investors thought Altria’s not going ahead and the stock went back down 

again. I really don’t have an answer. 

Ohashi: To wrap up, things remain positive. Altria you are waiting on while other aspects of the business 

move forward. In talking to investors, is it your sense that the market expects Altria to go ahead? That’s my 

expectation. 

Bunka: that’s an interesting question. I guess I would have to say my gut tells me that the market does not 

believe Alria is going ahead because if they are, I think Lexaria’s valuation is way beyond ridiculous. For that 

reason I think a negative decision from Altria is more priced into the market than a positive decision. Of course 

I hope Altria goes forward but they are not the only ones. If Altria does say no, they lose their exclusivity to 

the U.S. market. They would have a non-exclusive license to use DehydraTECH™ everywhere and have 

agreed in writing what the royalty will be. So sticking with my original thought, I think a “no” is already priced 

into the market or pretty close and a “yes” will be positive and the market will move accordingly. 

Ohashi: Let’s be clear. Are you saying Altria could still go ahead without paying for additional research? 

Bunka: Absolutely. In my opinion, the work we did in Phase I was very positive and it answered questions 

not just the questions from the first phase but also some questions of the second and third phase. So I’m just 

saying the license is in place, the royalty is set, they know the science as well as we do. So if they have a 

funding constraint that I don’t anything about, they could choose to simply proceed from here. But I don’t 

know so my guess isn’t any better or worse than anyone else’s.  
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Ohashi: Just to summarize, Phase I required a payment of $1 million to Lexaria to conduct some research 

and Altria also did work they paid for on their side. Phase II is another $4 million out of a total of $12 million. 

As I recall, Phase I was mission critical but Phase II doesn’t really have any show stoppers in it. Is that 

basically correct? 

Bunka: That’s exactly correct. Let me explain it this way in very simplified terms, of course. Let’s say you 

have a have a favorite recipe to bake a cake. Then Phase II is equivalent of testing between 100 and 150 

different recipes for that cake. A little more salt and a little less salt. A little more sugar and a little less sugar. 

And noting what happens to the cake. So it’s a little tedious but it doesn’t mean the recipe is no good. It just 

means we want the best recipe to take to market.  

Conclusion: The key to Lexaria in the short term remains the agreement with Altria. Although Bunka is clearly 

satisifed with the scientific findings from the Phase I work, he did express some doubts regarding Altria’s 

pending decision to proceed to Phase II. If we assume the technology is so 

und, there are other reasons to believe Altria might be hesitant. First, their $12.8 billion purchase of 35% of 

JUUL Labs has turned into a major fiasco. Second, the COVID Correction has driven the NYSE into a bear 

market in a relatively short period of time. On the other hand, Lexaria’s DehydraTECH™ technology seems 

an ideal fit with Altria’s drive to a safer and faster delivery of nicotine and $4 million should be a relatively 

small amount of money to a Fortune 500 company. In any event, it appears Altria is contractually obligated 

to decide in the next six weeks or so. The most important factor is the science continues to support the 

efficacy of LXRP’s DehydraTECH™ technology. 

 

February 28, 2020: Cannabis Growth Opportunity Corp. Management Has It All Wrong Part 2 

It’s Looking Even Worse 

 

Since my last review of Cannabis Growth Opportunity Corporation (CSE: CGOC) in Let’s Toke Busi-

ness newsletter February 14, 2020, my assessment has become potentially much worse. Earlier I said 

“Management Has It All Wrong” but what I have to report now is far more serious and may find CEO Sean 

Conacher in contravention of securities regulations again and others drawn in with him. In my previous as-

sessment, I said it appeared: 

(a) The recently announced investments in Grown Rogue International (CSE: GRIN), Bhang Inc. (CSE: 

BHNG) and Core One (CSE: COOL) included a share swap clause that seemed to be nothing more 

than CGOC management attempting to secure a control block of stock. The CGOC shares received 

by these three companies carried the requirement to vote as instructed by CGOC management. For 

more details on these investments, please read the article on my Seeking Alpha blog site (here). 

(b) I said it appeared that these three investments into public companies were decided by Conacher who 

is not a portfolio manager under the applicable securities regulations. In fact, I noted in my search for 

his credentials, I discovered the Investment Industry Regulatory Organization of Canada (IIROC) had 

fined Conacher $15,000, suspended him for three months and Conacher agreed to pay $2,000 in costs 

on April 6, 2018 as he “…admitted that he executed trades that did not comply with applicable regula-

tory requirements.” IIROC is “…the national self-regulatory organization which oversees all investment 

dealers and trading activity on debt and equity markets in Canada….” The report noted “Mr. Conacher 

is no longer a registrant with an IIROC-regulated firm.”  

(c) Next I pointed out that as CEO and director of CGOC, Conacher is also the founder and CEO of Global 

Cannabis Innovators, the largest private company in CGOC’s private company portfolio based on the 

most recent financial report. In my opinion, for Conacher to be the founder and CEO of the largest 

private company investment of CGOC of which he is also a director and CEO is a conflict of interest 

https://www.google.com/search?q=stock+quote%2C+cgoc&rlz=1C1NHXL_enCA758CA758&oq=stock+quote%2C+cgoc&aqs=chrome..69i57.5293j0j7&sourceid=chrome&ie=UTF-8
https://seekingalpha.com/instablog/9721001-ted-ohashi/5411370-cannabis-growth-opportunity-corp-cgoc-management-all-wrong
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of the highest order. I must add I am now in possession of information that suggests Conacher may 

have been directly involved in creating this conflict but more on this later. In any case, it may be CGOC 

knew this conflict might be an issue because it was not disclosed in the CGOC Press Release an-

nouncing Conacher’s appointment.  

 

As I said in my most recent report on CGOC, in a closed end investment fund, the stock market determines 

at what price CGOC’s public shares trade relative to Net Asset Value (NAV). As a rule, a closed end invest-

ment fund will trade below NAV or at a discount. The “normal” discount for a closed end investment fund is 

generally in the range of 10% to 20%. There are those rare cases when investors think so highly of manage-

ment, they will pay a premium to NAV but that doesn’t happen often. As a general rule, however, the greater 

the discount to NAV, the worse the stock market’s perception of management. Using the current CGOC stock 

price ($0.49 per share) and the most recent NAV per share ($2.46 per share as of January 15, 2020), the 

discount is in excess of 80%. This calculation may be too harsh as an NAV as of February 15, 2020 should 

be published at any time but any change will probably be inconsequential. This is a failing grade. Whether it’s 

an F+ or F- doesn’t really change the conclusion. 

 

New troubling information on CGOC and management: To start with, let me say one advantage of pub-

lishing the Let’s Toke Business investment letter is readers and observers often provide me with information 

and/or leads. In a quasi-investigative piece such as this, my role is equal parts reporter and financial analyst. 

As a result, my source(s) are important and I treat them as confidential. Having said that, almost everything I 

am about to bring to your attention is public information readily available from the Internet or official govern-

ment sources. In order to assist the reader keep the two separate, my personal opinions are presented in 

blue italics. 

A. October 30, 2017: Sean Conacher is the founder of Cannabis Growth Opportunity Corporation 

(CSE: CGOC). On this date, Form 1, Articles of Incorporation for CGOC were submitted to Innovation, 

Science and Economic Development Canada. The Incorporator’s Declaration is signed on behalf of 

Scarlet Fire Partners Corp. by Sean Conacher. According to Form 2, the initial registered office of 

CGOC is 240 Richmond Street West-Suite 4163, Toronto, Ontario, M5V 1V6 which is still the corporate 

address. The first director of CGOC was Sean Conacher of 334 North Shore Drive, Tiny, ON L9M 0T8, 

Canada. This suggests the whole idea of CGOC was initiated and planned by Conacher. In other 

words, we will see that he was probably a puppeteer hiding behind the scenery pulling all the strings. 

This may be the principal reason Conacher identifies himself as the founder of Global Cannabis Inno-

vators but not as the founder of CGOC. He didn’t want people to know.  

B. What is Scarlet Fire Partners Corp.? It was numbered company 10379255 CANADA CORP. from 

August 24, 2017 to September 27, 2017 at which time its name was changed to Scarlet Fire Partners. 

The Registered Office address of Scarlet Fire Partners is 240 Richmond Street West, Suite 4163, 

Toronto, ON M5V 1V6. The director of Scarlet Fire Partners is Corp. is Sean Conacher of 334 North 

Shore Drive, Tiny, ON L9M 0T8, Canada. In case there should be any doubt, Conacher is the sole 

director of Scarlet Fire Partners located at the same address he used for CGOC when he founded it. 

While I am not a lawyer, I think this means Scarlet Fire Partners Corp. and Sean Conacher are one 

and the same in a legal sense. 

C. October 31, 2017: CGOC Management Corp. is incorporated. Its registered office is 240 Richmond 

Street West, c/o Scarlet Fire Investment, Toronto ON M5V 1V6. The founding director of CGOC Man-

agement is Paul Andersen of 19 Southlea Ave, Toronto ON M4G 3L9. He is the Managing Partner of 
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Forbes Andersen LLP, Chartered Professional Accountants. This establishes that Conacher and An-

dersen were known to each other and doing business together. It may even mean Andersen was a co-

founder of CGOC as he later becomes the Chief Financial Officer and a Director of CGOC and CGOC 

Management becomes the company that charges CGOC for the services of the executives. The CFO 

position is very important in a small public company because that person is responsible for most of the 

financial matters related to CGOC. Again I doubt it was a fluke that this company was founded the day 

after Conacher founded CGOC and it became the company that charged CGOC for services rendered. 

I think it is fair to conclude this was all well planned before going public by Conacher and perhaps 

Andersen as well.  

D. November 27, 2017 and January 16, 2018: CGOC files a preliminary prospectus and subse-

quently a final prospectus on its way to going public. Highlights include: 

1. No person owns or controls 10% or more of CGOC. 

2. Officers and Directors are: 

i. Jamie Blundell: Director, President, CEO 

ii. Paul Andersen: Director, CFO 

iii. Bruce Campbell: the founder of StoneCastle Investment Management is the Chief Investment 

Officer (CIO) of CGOC. 

iv. Four independent directors including Brayden Sutton 

v. It is worth noting that Sean Conacher who founded CGOC is nowhere to be found in the pro-

spectus.  

Reading a 50-page “short form” prospectus is the best cure I know for insomnia. So I may have inadvertently 

missed something. Clearly, however, Paul Andersen was a close business associate of Conacher and it has 

subsequently come to my attention that Jamie Blundell likely was as well. From what I have been able to 

learn, Bruce Campbell was not although he was brought in at an early stage as a prospect portfolio manager 

and CIO. I do not believe Brayden Sutton was either. While I cannot speak for the other three independent 

directors, I think it is clear that Conacher had placed Blundell and Andersen in their positions as they were 

“friendly” to him. But for some strange reason, Conacher was totally “invisible” in the official documents as 

CGOC was going public. 

 

I can think of two possible reasons Conacher stayed under the radar during this time and I will discuss these 

as they arise in the timeline. 

E. Other noteworthy points from the prospectus:   

i. CGOC was established and marketed to the public as a closed end investment fund. In the 

offering prospectus, under Description of the Business, it says, “The Corporation is an invest-

ment company which was incorporated under the laws of Canada on October 29, 2017. The 

Corporation’s investment objectives are to provide holders of Common Shares…long-term total 

return through capital appreciation by investing in an actively managed portfolio…of securities 

of public and private companies operating in, or that derive a significant portion of their revenue 

or earnings from, products or services related to the cannabis industry.” In other words, “if it 

looks like a duck, swims like a duck and quacks like a duck – it’s a duck.” The nature of the 

business could not be clearer. CGOC is an “investment company,” the investment objectives 

are “…to provide…long-tern total return through capital appreciation by investing in an actively 

managed portfolio…of securities of public and private companies…related to the cannabis in-

dustry.”  
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ii. The prospectus also says, “The Investment Manager will be responsible for all investment de-

cisions for the Public Portfolio.” This is an important point. In my earlier report, I said, “Bruce 

Campbell is the founder of StoneCastle Investment Management, he is a Chartered Financial 

Analyst (CFA), he is now and has for many years been a professional portfolio manager, is a 

past President of the Okanagan CFA society and is a leading analyst and portfolio manager 

with acknowledged expertise in the cannabis stocks. Campbell is a regular on BNN. In other 

words, Bruce Campbell is exceptionally well qualified to manage CGOC’s public company port-

folio.” This is a critical point. To operate in the regulatory framework in Canada, you have to be 

licensed as a portfolio manager to exercise discretionary investment decision making over port-

folios. Campbell is a qualified portfolio manager. To the best of my knowledge, Conacher is not. 

iii. The prospectus also says, “The Corporation will be responsible for all investment decisions for 

the Private Portfolio with Bruce Campbell, the Corporation’s Chief Investment Officer, being 

principally responsible for the investment management of the Private Portfolio.” Again, this is 

very important. I take this to mean the prospectus is saying that over and above Campbell’s 

responsibility as a duly licensed portfolio manager, as the Chief Investment Officer, he is also 

responsible for the management of the portfolio of private companies. 

 

I think it is clear that CGOC was the brainchild of Sean Conacher and, perhaps Paul Andersen and he estab-

lished, marketed and operated as a closed-end investment company. Yet for some reason, he wanted a low 

profile in the going public process so it looks like he plugged in some people who will be loyal to what he 

wants. 

 

F. January 26, 2018 – Initial Public Offering (IPO) of 15,513,250 units made up of one share at $2.50 

and one share purchase warrant exercisable at $2.50 per share for two years raises gross pro-

ceeds of $38.8 million and the shares are listed for trading on the Canadian Stock Exchange. 

This was approximately half of the $75 million they targeted to raise.  

G. Spring 2018 – one of the first investments that CGOC makes is into private company Global 

Cannabis Innovators (GCI) of which Sean Conacher is the founder and CEO and probably major 

shareholder. But Conacher has still not disclosed his role as founder of CGOC that I have been 

able to find. According to subsequent documents, including the September 17, 2019 prospectus, the 

investment in Conacher’s company is significantly larger than any other private company investment - 

between 50% and 12,000% larger than any other private company in the portfolio. Here is the first 

reason I can think of to explain why Conacher might have kept his head down and out of sight in the 

going public documents. If he had been a Director and CEO of CGOC and one of the first and largest 

private company investments was into CGI, a company that he is also a Director, President and CEO, 

the conflict of interest would have been immediately apparent. But let’s put on our thinking caps and 

speculate a little bit. Let’s assume Conacher couldn’t finance CGI directly. In that case, why not set up 

CGOC, plug in your people in key decision making positions and get your investment capital that way? 

This may not be the only explanation for Conacher’s behaviour but it is the one that leaps to my mind 

and it is certainly compelling. But read on. There’s more. 

H. April 6, 2018 – The Investment Industry Regulatory Organization of Canada (IIROC) issued an 

Enforcement Notice against Sean Conacher resulting in a $15,000 fine, a three month suspen-

sion and payment of $2,000 in costs. In the Enforcement Notice, IIROC noted Conacher “…admitted 

that he executed trades that did not comply with applicable regulatory requirements.” IIROC is “…the 

national self-regulatory organization which oversees all investment dealers and trading activity on debt 

https://seekingalpha.com/symbol/CFA
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and equity markets in Canada….” The report noted “Mr. Conacher is no longer a registrant with an 

IIROC-regulated firm.” Sometimes in cases like this the research time line flows backward. In discov-

ering Conacher had been fined and suspended by the regulator, I discovered he was notified that 

IIROC had been investigating him on October 2, 2017 and there had been a hearing scheduled for 

November 17, 2017 to consider a Statement of Allegations dated September 29, 2017. Here we have 

a second reason for Conacher to lay low during the CGOC going public period. Conacher knew he 

was being investigated and the notifications and timeline are a matter of public record. If this came to 

light while CGOC was going public and he was a Director, the President and founder of CGOC, the 

offering, that reached only around 50% of expectations in any case, might have died on the spot. So 

at this critical time with a serious allegations already made against him by the investment industry 

regulator that would ultimately lead to him being fined and suspended, Conacher had to remain out of 

sight.  

I. May 1, 2018 – Sean Conacher becomes the director of Homeblown Glassworks that was incor-

porated in 1995 with its registered office at 2200 HSBC Building, 885 West Georgia, Vancouver B.C. 

V6C 3E8. On May 1, 2018 there was a change in Director to Sean Conacher of 240 Richmond Street 

West, Suite 4163, Toronto, ON M5V 1V6 who replaced Wesley Kuitenbrouwer of 1113 Union Street, 

Vancouver, British Columbia, V6A 2C7. Hold that thought!  

J. August 8, 2018 – Global Cannabis Innovators (GCI) acquires Homeblown Glassworks Inc. Ordi-

narily, this would be a conventional transaction. In my opinion, what is unusual in this case is Conacher 

as founder and CEO of GCI became the only director of Homeblown three months before his company 

(GCI) acquired it; shortly after his company (GCI) was financed by CGOC. This raises a critical ques-

tion: did Conacher acquire a company in which he had a financial interest and was a director (Home-

blown) using a public company that he is the founder and CEO in which I suspect he most likely has a 

financial interest (GCI) that had recently been funded by a public company that he was actively in-

volved in creating (CGOC)?  

K. September 3, 2019 – Sean Conacher is appointed CEO and Director of CGOC to replace Jamie 

Blundell. The Press Release to announce his appointment says: 

i. Conacher is appointed “…to act as Chief Executive Officer…effective immediately.” I find 

this language confusing. As Conacher signs future Press Releases as ‘Chief Executive Officer 

of CGOC,’ I believe this means he is not the “acting Chief Executive Officer.” On the other hand, 

if he is “acting” as CGOC’s CEO as the Press Release says, Conacher will not get my vote for 

an Oscar.   

ii. When CGOC discloses Conacher is CEO and founder of GCI Corporation, they do not disclose 

GCI is CGOC’s largest private company investment or even an investment in the private com-

pany section of their portfolio. 

iii. When CGOC describes Conacher’s qualifications, part of the description is Conacher has “…a 

demonstrated history of working in the financial services and marketing sectors.” I take this to 

mean an adjective such as “successful” or “distinguished” wasn’t justified. I guess that means 

he had a job(s) and worked in these industries.  

iv. Finally and most importantly it is not disclosed that the final component of the ‘…demonstrated 

history of working…’ was being fined and suspended by IIROC. 

It seems to me that holding the position of CEO of CGOC and CEO of its largest private investment should 

have disqualifed Sean Conacher from the CGOC position. It is too much of a conflict of interest. I think that 

given his comparatively scant qualifications for the job, it isn’t worth taking the chance that the conflict of 

interest might tempt him to go astray. In my opinion, since hiring the CEO is the job of the Board of Directors, 
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should anything unexpected and negative happen that is directly related to the undisclosed matter of Sean 

Conacher’s IIROC fine and suspension and any other matters that might come to light subsequently, Gary 

Yeoman, Chair of the CGOC Board might find himself as collateral damage.  

L. September 17, 2018 – CGOC announces a prospectus offering of units made up of a share 

priced in the context of the market and a warrant exercisable at $2.50 per share to expire on 

January 26, 2020. This offering was even less successful than their Initial Public Offering as it was a 

total failure and no funds were raised. In a case such as this, when the board hires a new CEO, it is 

reasonable for shareholders to expect that person brings an ability to raise money. In this case, inves-

tor response was exactly the opposite as it triggered a minor, shareholder revolt. With the shares 

having dropped to 50%+ discount from NAV, a discount that would be an improvement from today’s 

levels, shareholders told management they would not support the offering. As a result, it didn’t proceed. 

I am sure those shareholders are furious at Conacher for recently issuing shares at $.635 per share. 

It’s no wonder to me that in the months following management’s embarkation on this destructive path, 

the discount expanded even further to the financial loss of all shareholders. I expected someone in 

management would see the light and force Conacher onto the right path. But it hasn’t happened. 

M. January 26, 2020 - The warrants expired unexercised on January 26, 2020. There isn’t much I 

need to add here. If the warrants could have been exercised, it might have resolved all of these sub-

sequent problems. The company would have had an infusion of cash at a much lower discount than 

now exists and shareholders would have been better off financially. In hindsight, of course, this would 

have been difficult given the decline in cannabis stocks generally but if you consistently do the right 

thing, you will be better off in the long run. What concerns me is Conacher seems to have a stubborn 

streak and insists on doing the wrong thing so unless something changes, I believe CGOC’s chances 

for success are less and the risk exposure is more. 

N. February 10, 2020 – CGOC announces investments in Grown Rogue International (CSE: GRIN), 

Bhang Inc. (CSE: BHNG) and Core One Labs (CSE: COOL). I see a couple of major potential prob-

lems here that immediately attracted my attention.  

i. First, each of these investments included a share swap that amounted to CGOC issuing $2 

million worth of shares at $0.635 per share in return for shares of the investee companies. The 

investee companies are required to vote as instructed by CGOC management. It seems to me 

the only reason for this share swap that makes any sense is that CGOC wanted the votes to 

protect itself from being voted out of office by angry and disillusioned shareholders. 

ii. Second, because I am a former portfolio manager and a Chartered Financial Analyst now inac-

tive and I know Bruce Campbell is a portfolio manager and a CFA and I do not believe he would 

approve such investments for the public company portfolio. If that is correct and it was Sean 

Conacher who made these investment decisions and in his position as CEO he forced them 

through, then I believe he is holding himself out to be a licensed portfolio manager and is oper-

ating as if he is. In other words, Concacher might be using the CGOC structure that he appears 

to have designed put in place to fulfill the functions of a portfolio manager without the necessary 

qualifications. This would be a far greater regulatory transgression than his former one for which 

he was fined and suspended. I believe this needs to be reviewed by the regulatory bodies in-

volved.  

O. February 28, 2020 – My greatest concern at this time that I have not yet addressed is the valuation of 

the private companies that is applied when CGOC publishes its Net Asset Value. The public companies 

are easy to value. They can simply be marked to market. That is what mutual funds do. The CGOC 

quarterly report for the third quarter ended July 31, 2019 says with respect to the valuation of private 
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companies, “Significant judgments made when applying accounting policies are as follows: i) Fair value 

of investments not quoted in an active market or investments in private companies. Where the fair 

values of investments cannot be derived from active markets, the Corporation uses valuation models 

to determine fair value. Where possible, the Corporation uses inputs derived from observable market 

data for the models. Where observable market data is not available, the Corporation uses judgment to 

establish fair value.” In my judgement, CGOC’s valuation of the private holdings is probably overstated 

by a significant margin. Since July 31, 2019 to February 28, 2020, The Marijuana Index, Canadian 

Index that measures the price performance of publicly traded cannabis companies operating in Can-

ada on a daily basis, has declined 63.5%. Second, as a general rule private companies in a new and 

emerging industry such as cannabis tend to be smaller, riskier and less liquid than public companies. 

As a result, their valuations should be even lower and more volatile. Next, quarterly reports are not 

audited but they are prepared by a company’s internal or contracted accountant and normally issued 

over the signature of the Chief Financial Officer and carries with it the implied approval of the Board of 

Directors. CGOC’s yearend was October 31, 2019 and these financial statements will be audited. In 

the valuation of private companies, I do not believe Paul Andersen, the Chief Financial Officer, has 

taken into account the significant declines in the widely used share price indexes and the decline in 

public company valuations they record. I expect the onus is also on the auditor to present an inde-

pendent view of the private company valuations that is closer to a fair value. I think this means the 

valuation of the private companies will be lower and perhaps significantly lower. As above, it will require 

some investigation to determine exactly what happened. The year end is October but CGOC has is-

sued Net Asset Value estimates since then. If the private company valuations are too high, when did 

management know? Once again, depending on the answer to questions such as these, the issues at 

CGOC might be much greater than the contravention of securities regulations. 

Conclusion: the shame of it is that CGOC would be an attractive investment if Sean Conacher had a shred 

of credibility with investors. However, I doubt that he can develop this based on his most recent investments. 

Given his non-transparency with respect to being the founder of 

CGOC and most likely laying low because of decision from the 

regulator that would ultimately result in a fine and suspension while 

apparently pulling the strings behind the scenes that I believe re-

sulted in the largest private company investment by CGOC being 

made in the company that Conacher also founded and runs, I 

doubt he can earn back the investor trust required. In addition, it is 

probably worth asking the regulator to decide if Conacher has set 

up CGOC so he can discretionarily manage a portfolio of securities 

by circumventing the regulatory requirements to be registered as a portfolio manager. My major concern at 

this time is that the private companies in the portfolio are significantly overvalued. The prospectus allows 

substantial leeway in making the valuations but if I am correct, the discrepancy might be outside reasonable 

bounds. In any case, if Conacher can be removed by either a decision by the regulator or a vote by dissident 

shareholders, I believe CGOC has the opportunity to be highly successful. I understand there have been 

approaches made on both fronts, regulators and shareholders and given the depressed level of CGOC shares 

in the context of a depressed cannabis stock market overall, at current prices I think it is worth waiting to see 

how it all works out. 
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February 14, 2020: Cannabis Growth Opportunity Corporation (CSE: CGOC) and Chief Executive Of-

ficer Sean Conacher have it all wrong. If you don’t believe me, the stock market can be a brutally honest 

adjudicator. 

 

In the case of a closed-end investment fund like CGOC, sharehold-

ers express their satisfaction or dissatisfaction by the discount to 

Net Asset Value (NAV) at which the shares trade. With the occa-

sional well-managed operations, a closed-end investment fund has 

been known to trade at a premium. But there is the other end of the 

scale. The higher the discount, the dimmer the collective share-

holder’s view of management’s abilities. Sean Conacher’s appoint-

ment was announced on September 3, 2019. As of August 15, 

2019, the discount to NAV was 45.9% and as of January 15, 2019, the discount had expanded to 73.6%. In 

the stock market, this is a failing grade, in my opinion, the equivalent of an “E-“. If that is Sean Conacher’s 

report card, he is failing the course. 

From March through August 2019, I was engaged by the previous management of CGOC to advise them on 

ways to reduce the discount of market price to NAV. My recommendations to them included: 

 Reduce the amount of assets allocated to private companies. 

 Increase the amount of assets allocated to public companies. 

 Consider a Normal Course Issuer Bid (NCIB) that would have the effect of purchasing CGOC shares 

at a discount and retiring them. This would benefit all existing shareholders immediately. 

 Do not issue (sell) CGOC shares at a discount to NAV. This would be extremely dilutive and be detri-

mental to all existing shareholders instantly. 

After my formal consulting-type arrangement with CGOC ended, I have participated in conference calls in 

which interested parties attempted to advise Conacher that he was following an ill-conceived plan that would 

not reduce the discount to NAV and might increase the discount. In addition to making the points I mentioned 

above, other issues such as offering a limited, regular redemption opportunity was suggested and what 

seemed to be very high expense ratios were questioned. I believe management’s failure to follow this advice 

has contributed substantially to the drastic increase in the discount to NAV at which the shares trade. 

The recent announcement from CGOC of their intention to make additional investments reinforces the criti-

cisms I have listed above. First the details of CGOC’s latest round of activity: 

1. Investment in Grown Rogue International (CSE: GRIN): Commitment to invest up to $1.5 million by 

a non-brokered private placement into units of GRIN comprised of one common share and one com-

mon share purchase warrant. Each warrant entitles the holder to purchase one common share for 24 

months at a premium of 25% above the unit price. CGOC invested CDN$500,000 in GRIN on February 

10, 2020 for a total of 5,000,000 GRIN units at CDN$0.10 per unit. The Company expects to complete 

the remaining investment, of up to CDN$1,000,000, in two additional tranches of CDN$500,000 each 

expected within the next 30 days at an expected price of CDN$0.10 per unit upon GRIN satisfying 

certain conditions with respect to expansion plans into Michigan. In addition, CGOC and GRIN will 

exchange approximately CDN$1,500,000 worth of shares with GRIN having received 2,362,204 

shares of CGOC at a deemed price of CDN$0.635 per share and CGOC having received back 

15,000,000 shares of GRIN at a deemed price of CDN$0.10 per share. CGOC and GRIN will be re-

quired to vote such common shares as recommended by the other party and will be restricted from 

trading such common shares for a period of 18 months. 

https://www.google.com/search?q=stock+quote%2C+cgoc&rlz=1C1NHXL_enCA758CA758&oq=stock+quote%2C+cgoc&aqs=chrome..69i57.5293j0j7&sourceid=chrome&ie=UTF-8
https://seekingalpha.com/symbol/NAV
https://seekingalpha.com/symbol/GRIN
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2. Investment in Bhang Inc. (CSE: BHNG): Commitment to invest up to CDN$1.5 million by a non-

brokered private placement into units of BHNG comprised of one common share and one common 

share purchase warrant. Each warrant entitles the holder to purchase one common share for 24 

months at a premium of 25% above the unit price. CGOC invested CDN$500,000 in BHNG and pur-

chased a total of 3,571,428 Bhang Units at a price of approximately CDN$0.14 per unit and expects 

to complete the remaining investment of up to CDN$1,000,000 in two additional tranches of 

CDN$500,000 each expected within the next 30 days, at a price per unit to be determined based on 

the 20-day volume weighted average price of BHNG upon Bhang satisfying certain conditions of the 

Company with respect to milestone events. In addition, CGOC and BHNG have entered agreements 

to exchange approximately CDN$2,000,000 worth of each other's common shares whereby BHNG 

received a total of 3,149,606 common shares of CGOC at a deemed price of CDN$0.635 per share 

and CGOC received a total of 14,285,714 common shares of BHNG at a deemed price of CDN$0.14 

per share. CGOC and Bhang have signed a voting and resale agreement providing that each party will 

be required to vote such common shares acquired under the share-swap as recommended by the 

other party and will be restricted from trading such common shares for a period of 18 months. 

3. Investment in Core One (CSE: COOL). Commitment to advance up to CDN$1.5 million through a 

convertible loan facility. The COOL Loan Limit to be advanced in three equal tranches of CDN$500,000 

with the first tranche to be released upon execution of the definitive agreements and each subsequent 

tranche to be released upon completion of mutually agreed operational milestones. The COOL Loan 

shall mature on December 31, 2022 and bear interest at 12% per annum due on maturity. The COOL 

loan shall be secured by a general security agreement covering all of COOL's personal property upon 

CGOC advancing the total principal amount of the loan limit. Upon entry of the COOL loan, CGOC 

shall receive 1.5 million common share purchase warrants in the capital of COOL that vest in three 

equal tranches upon each of the three advances under the COOL loan. The warrants shall be exercis-

able until December 31, 2022, at a price of CDN$0.60 per share. The principal amount and any ac-

crued and unpaid interest under the COOL loan shall be convertible at the option of CGOC into com-

mon shares of COOL at any time prior at a price of $0.40 per share. In addition, CGOC and COOL 

have also agreed to enter into agreements to exchange approximately CDN$2,000,000 worth of each 

other's common shares whereby COOL shall receive a total of 3,149,606 common shares of CGOC 

at a deemed price of CDN$0.635 per share and CGOC shall receive a total of 5,333,333 common 

shares of COOL at a deemed price of CDN$0.375 per share. CGOC and COOL will also sign an 

agreement providing each party will be required to vote such common shares acquired under the 

share-swap as recommended by the other party and will be restricted from trading such common 

shares for a period of 18 months. 

Here are some of the problems I have with these transactions: 

1. I believe Bruce Campbell is the Chief Investment Officer of CGOC and is responsible for managing 

the public company portfolio. This has been the case in any and all representations made to me about 

CGOC and its operations and on the website. These transactions do not appear to have been initiated 

or made by Campbell because, if they were, I doubt there would be a need for any Press Releases. 

They would be simple investments made in the portfolio of public companies. In addition, in the an-

nouncement it was Conacher who extolled the potential of the investments. If Campbell had made 

them, I think he would have expressed his opinion in the Press Release. 

2. If I am correct and Campbell did not initiate these investments, the only other person at CGOC who 

might have made them is CEO Sean Conacher. Bruce Campbell is the founder of StoneCastle Invest-

ment Management, he is a Chartered Financial Analyst (CFA), he is now and has for many years been 

https://seekingalpha.com/symbol/CFA
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a professional portfolio manager, is a past President of the Okanagan CFA society and is a leading 

analyst and portfolio manager with acknowledged expertise the cannabis stocks. Campbell is a regular 

on BNN. In other words, Bruce Campbell is exceptionally well qualified to manage CGOC’s public 

company portfolio. 

3. When I went looking into Conacher’s investment background I discovered the Investment Industry 

Regulatory Organization of Canada (IIROC) had fined him on April 6, 2018 as he “…admitted that he 

executed trades that did not comply with applicable regulatory requirements.” IIROC is “…the national 

self-regulatory organization which oversees all investment dealers and trading activity on debt and 

equity markets in Canada….” The report noted “Mr. Conacher is no longer a registrant with an IIROC-

regulated firm.” I found this rather odd as the Press Release announcing his appointment as Director 

and CEO of CGOC said Conacher had a “…demonstrated history of working in the financial services 

and marketing sectors” but failed to disclose this transgression and subsequent penalty. I hope this is 

not the reference leading to that claim. 

4. It also turns out that Mr. Conacher is the founder and CEO of Global Cannabis Innovators, the largest 

private company holding of CGOC based on the most recent financial report. In my opinion, for Cona-

cher to be the founder and CEO of a company that is the largest private company investment of CGOC 

of which he is also a director and CEO is a conflict of interest of the highest order. Not only that, it may 

be CGOC knew this might be an issue because it was not disclosed in the Press Release announcing 

his appointment. In a cannabis stock market like this, where several companies have been hit by 

scandalous management behavior including some of the largest as well as many smaller companies, 

a prudent investor must investigate such matters. I am not saying Conacher has done anything wrong 

at CGOC to date but I am pointing out that CGOC has created the environment where it might happen. 

5. In the three investments listed, CGOC issued (3,149,606+3,149,606+3,149,606=) 9,448,818 shares 

at a deemed value of $0.635 per share. The one thing I can say for certain is the Net Asset Value 

(NAV) per share of CGOC as of January 15, 2020 was $2.46 per share because this is the number 

published on their website and reported by Press Release. NAV is defined as the total value of CGOC’s 

assets minus the total value of CGOC’s liabilities. CGOC management published an estimate of the 

value of their assets less the value of their liabilities as all closed-end investment companies do for the 

benefit of their shareholders. What I wonder is why CGOC would sell their shares which they say have 

an NAV of (9,448,818 X $2.46 =) $23,244,092.28 for (9,448,818 X $0.635 =) $6,000,000? That adds 

up to an immediate loss on CGOC’s books of $17,244,092 the way if figure it. 

6. One reason management might do such a thing may be hiding in plain sight. CGOC just issued 

9,448,818 common shares on the condition that the recipients must vote as directed by CGOC man-

agement. Given that Bloomberg reports CGOC had only 16.08 million shares outstanding prior to these 

transactions, management has effectively locked up control of 37.0% of CGOC’s voting shares. As I 

often point out, I am not a securities lawyer, however, this is not illegal in my layman’s opinion. But I 

think it is certainly unethical, especially if management has reason to believe shareholders are very 

unhappy about what is happening and might not re-elect the current slate as directors at the next 

Annual General Meeting. Again, I am not saying this was the motive. However, I am saying from a 

financial point of view, the sale of these shares does not make much sense and in this kind of cannabis 

stock market, you have to ask the tough questions. 

7. Again with the explanation that there are certain questions that only arise during difficult and perilous 

times such as these, I have the following message. If the management of Bhang Inc. (CSE: BHNG), 

Core One (CSE: COOL) and/or Grown Rogue International (CSE: GRIN) are committed to make any 

payments that are a condition of receiving this investment from CGOC that have not been disclosed, I 

https://seekingalpha.com/symbol/NAV
https://seekingalpha.com/symbol/GRIN
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suggest you read the information I have provided on the BridgeMark Group scandal (Let’s Toke Busi-

ness March 15, 2019) or any of the many articles on Bridgemark on the Internet. Remember: the law 

may not convict you for being naive and overly trusting but the financial markets probably will. 

 

Conclusion: in these circumstances, I find myself with respect to Cannabis Growth Opportunity Corp. where 

I like the investment but don’t like what management is doing. The 

natural instinctive choices are “fight or flight.” Well, I’m not a quitter 

or one who easily turns a blind eye. So I plan to stick around for a 

bit to see what happens. Despite these three recent investments, 

CGOC shares are still trading at a large discount from NAV per 

share which represents a cushion against further poor manage-

ment choices. So if it looks like something might change, I think 

they may be for the better and we can wait for a while to see what 

comes down the road. 

Disclosure: I was introduced to Cannabis Growth when I was engaged to advise them on ways to reduce 

their discount to Net Asset Value in 2019. I am no longer a consultant to the company or compensated by 

them in any away. 

 

On January 14, 2020, Chris Bunka, Chief Executive Officer of Lexaria Bioscience (CSE: LXX) (OTCQX: 

LXRP) published a corporate update. This is particularly important in LXRP’s case be-

cause it provides the reader an explanation that the cannabis industry is important but 

right now the nicotine delivery industry is even more important. In the future other indus-

tries may also become more important as the DehydraTECH™ technology gathers mo-

mentum in other ways. If you own Lexaria, used to own it or plan to own it, this is required 

reading. To read the full report, (Ctrl+Click here). What follows next is my summary and 

comments on the update. 

 

 In this report, Bunka tells everyone the Lexaria story in plain language and what he thinks lies in store. 

This is not what you hear from the typical public company CEO. For example, to quote Bunka, “It is my 

own opinion that Lexaria shares are dramatically undervalued – more so today than at any time in 

our history.” 

 You arrive at this conclusion by combining the progress made by Lexaria in 2019, the prospects for the 

company in 2020 and beyond and the bear market in cannabis stocks generally that pushed the LXRP 

stock price to the currently depressed levels.   

 What makes LXRP “…dramatically undervalued….” Is a combination of what they have already done and 

what they expect to accomplish in the future. To quote Bunka again, “Lexaria’s brightest days lie in the 

future, not in the past.” 

 Not many small-cap or nano-cap can forge a relationship with a Fortune 500-style company but Lexaria 

did in its agreement with Altria Group (NYSE: MO), “…owner of combustible and non-combustible tobacco 

products and the undisputed market leaders in the U.S. tobacco industry for decades.” 

 Bunka provides guidance that there may be more like this to come when he says, “Fresh off our success 

in attracting Altria…Lexaria has been quietly working on additional Fortune 500 opportunities….with lead-

ing consumer packaged goods (“CPG”) companies in both Canada and the US…all interested in the 

potential to utilize DehydraTECH™ technology within their various CPG product segments.” 

https://www.lexariabioscience.com/news/lexaria-bioscience-ceo-discusses-strategic-outlook/
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 The release discusses progress made within the cannabis industry especially with edibles coming on-

stream in 2020. But Bunka makes a point that I have been discussing for some time – the potential in 

other industries when he says, “Our strategy of sectoral diversification was correct; we executed it ac-

cording to plan; and the positive valuation of it is yet to be experienced by our shareholders, offering 

untold valuation potential both for nicotine and potentially many other APIs2 beyond cannabinoids.” 

 Lexaria is building a valuable portfolio of Intellectual Properties. LXRP currently has some 16 patents 

issued and 60 patents pending in 40 countries around the world. In 2019, LXRP received its first ever 

patents to use DehydraTECH™ with cannabinoids for treatment of specific health conditions including 

Alzheimer’s, Schizophrenia, Parkinson’s, and heart disease in Australia. LXRP is using the international 

Patent Prosecution Highway to apply for fast-track patent status for these conditions in the U.S. in 2020. 

If Lexaria succeeds in gaining patent protection for DehydraTECH™ for composition of matter and formu-

lation methods and the treatment of diseases in large markets like the US and Europe, the applicability of 

LXRP’s technology and valuations could increase dramatically.  

 Bunka also reports signs of increasing revenue as existing customers using DehydraTECH™ expand op-

erations and distribution of products. Although revenue is not an important factor in my assessment of 

LXRP in 2020, it is useful to know that income is growing. In fact, the report indicates revenue is expected 

to double in 2020 over 2019 that is expected to be “…strong, sustainable revenue growth….” 

 Although LXRP is listed as QX, the top tier on the U.S. OTC market, Bunka believes the company will 

benefit from listing on a recognized national exchange such as the NASDAQ, Amex or NYSE. LXRP has 

made inroads into some Wall Street investment banking firms and listing on a national exchange is the 

next step that will enable LXRP to access a substantially larger investor audience. Part of this process is 

what I referred to as the “metamorphosis” of LXRP from a narrowly defined, fringe cannabis company to 

a technology company recognized for its gigantic potential markets including cannabinoids (both CBD 

and THC), fat soluble vitamins, non-steroidal anti-inflammatory pain medications (NSAIDs) and nicotine. 

Conclusion: when looking at Lexaria, the market sees caterpillars and I see butterflies. This report by CEO 

Chris Bunka explains the company and the vision I share with them: more possible working arrangements 

with Fortune 500 companies, revenue growth related in part to Cannabis 2.0 in Canada, a growing and valu-

able IP portfolio and the potential to up-list to a U.S. national exchange in 2020 and access to a large new 

population of investors. To read the full report (Ctrl+Click here). 

 

I always enjoy speaking with Alvaro Torres, Chief Executive Officer of Khiron Life Sciences (TSXV: KHRN) 

(OTCQB: KHRNF). Since Chris Naprawa was engaged as President a year and one half ago, he assumed 

responsibility for the capital markets and investment banking out of Toronto leaving Alvaro free to concentrate 

on the operational side out of Bogota, Colombia. This arrangement has worked very well. 

 

Alvaro Torres is the person most responsible for putting Khiron together. Alvaro has 

over 15 years of experience in the Latin American market, including infrastructure 

projects and project finance, management strategy, team development, and mergers 

and acquisitions. Alvaro holds a Masters of Engineering and a Masters of Business 

Administration and has overseen the development of projects totalling over $1 billion 

in capital expenditures. He was instrumental in growing the Colombian subsidiary of 

a major Canadian engineering firm from two people to over 2,000 in three years. 

Alvaro is a founder, the Chief Executive Officer and a director of KHRN. 

                                            
22 Active Pharmaceutical Ingredient 

https://www.lexariabioscience.com/news/lexaria-bioscience-ceo-discusses-strategic-outlook/
https://www.google.com/search?q=stock+quote%2C+khrn%2C+tsxv&rlz=1C1NHXL_enCA758CA758&oq=stock+quote%2C+khrn%2C+tsxv&aqs=chrome..69i57.8774j0j7&sourceid=chrome&ie=UTF-8
https://finance.yahoo.com/quote/khrnf?ltr=1
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The important message I got from this conversation with Alvaro is “The cannabis bear market is great for 

Khiron,” my words not his. In the first part of this interview, we discuss what is going on in Colombia. From 

this interview I hope you will see what I see – a company building a business from the ground up paying 

attention to the essentials of production and marketing. To reach this conclusion, I started by asking Alvaro, 

“If we were talking in November 2020 and looking back at the previous year, what would we be talking about?” 

 

Torres: I think we would be talking about many things but at or near the top of the list might be Colombia, 

how the regulations got sorted out and how Khiron was able to sell medical cannabis into the Colombian 

market. This is our first market, the one where we started and are most advanced and where we have been 

proving the concepts that we will carry out to other markets in Latin American, the United States and Europe. 

I am very glad we made the decision last year to raise capital so we don’t have to go through all the cash 

crunches other people are having. 

 

Ohashi: How much cash do you have and what is your run rate? 

 

Torres: Last quarter we reported cash of over $50 million so it is down from there but still a very healthy level. 

Given our burn rate, we can go for almost two years running our full business plan. If I see something that 

makes me think cash will be a problem for us, we will reduce our run rate. Today it is not a problem and not 

foreseeable but we are being careful with capital spending items that aren’t crucial to our short term plans. 

 

Ohashi: Please share some of those plans with us.  

 

Alvaro: I think you will see that we have shifted some time and capital to marketing. When we acquired the 

ILANS (Latin American Institute of Neurology and the Nervous System) clinics, we decided it was important 

to educate the doctors and patients about the medical benefits of cannabis. When we look back from a year 

out, we will see that our commitment to Colombia has paid off. When I see the ILANS clinics, the consultations 

between doctors and patients outside the clinics and the requests for medical cannabis, I know we are going 

to be in a strong revenue mode in Colombia for medical cannabis over the next year. 

Right now we are waiting for two things. Actually one thing because INVIMA (Instituto Nacional de Vigilancia 

de Medicamentos y Alimentos), the Colombia National Food and Drug Surveillance Institute, recently pub-

lished their guidelines that gives us clarity on the testing we have to do on products before we begin to market 

them. We have already started that testing. Next we await our quotas I expect will be awarded soon.  

A year from now, we will look back and see these things happened and we built a revenue base in Colombia 

based on medical products alone. We will look back and see we have built a model based on Colombia that 

we can take and use in other parts of Latin America. Our opportunity is we have the capital on hand and we 

can proceed with our marketing plans through this difficult stock market period while competitors might be 

stalled. This means that instead of say, eight companies that might have products on the shelves, a year from 

now it might only be three. With less competition, perhaps things will happen faster for us. 

So it may not matter too much to us what is happening in the cannabis industry and the cannabis stocks in 

Canada because that is not the business we are targeting. We are moving toward having branded consumer 

products. That was our business plan when we started and we haven’t strayed from that. 

 

Ohashi: From a regulatory perspective in Colombia, you said you were probably 95% of the way to comple-

tion. How long will it take to complete the other 5%? 
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Torres: A week ago there were two things pending. One is the INVIMA guidelines that I mentioned earlier. 

So we are in the process of scheduling a visit by their inspectors. Now that we know what the requirements 

are we have started getting ready for them. Approval should be shortly after the inspection and we can start 

to sell medical preparations based on CBD right after that. That is all the regulation we need to deal with in 

this respect. After that we can test our product to make sure we are within the regulations. So the last 5% 

we’re waiting for today is for the government to assign commercial quotas for the companies. This should 

happen hopefully by the end of the year or early in the new year. That will allow us to produce THC. Give the 

plants three months to grow the first commercial harvest and one more month for testing. By early in the 

second quarter of 2020 we should be able to produce and sell medicinal products based on THC under the 

current medical regulations. So this will mean we can begin using these products for inflammatory pain and 

epilepsy, for example. 

 

Ohashi: …and you already know who your first patients are going to be… 

 

Torres: Right. The first patients we will be treating are through the ILANS clinics and we already know who 

those first 1,000 patients will be because it has been prearranged with the regulator. In the meantime, we will 

continue to do what we have been doing all along - develop patient demand. One month ago, we finished our 

medical educational program for doctors and we will follow up with two months of training so they will know 

how to prescribe our products. When the medicine and the patients are ready, the doctors will also be ready.  

 

Ohashi: I just want to make sure the growing is going well, the lab, the extraction is all working well? 

 

Torres: All of that is great. The plants are growing well. The lab is fine. Extraction is working and we have 

some inventory stored in the vault. Our first facility produces eight tons a year but again it was built so that 

we could learn how to operate properly. So now we are starting to build two smaller greenhouses that will 

cost around $300,000 each and with what we’ve learned we can increase the yields from the new facilities. 

We are talking to other companies to see if they can supply us with more CBD flower so we can continue to 

extract oils. 

Ohashi: So that’s Colombia medical. How is everything else going? 

 

Torres: If you look at our Consumer Packaged Goods (CPG) area, Kuida® is generating double digit growth 

on the sell out and the numbers are still low but what we expected. Don’t forget, no one has ever sold CBD-

based cosmetics before so education of the consumer is important.  

 

What I look at is the results from the sell out and same store sales. So when I see double and triple digit sales 

growth, I know our shift in marketing is working. We believe a new product like this needs a variety of different 

spokespersons rather than one so this is a change we are making. We are getting shelf space and now we 

are moving to several spokespersons who appeal to different age groups, different needs, and so on. The 

initial feedback on the idea from the distributors is very positive.  

 

In our marketing, Kuida® is a higher end product and sold in the higher end stores. But these same distributors 

have more middle price point customers and they cannot put the same Kuida® products on those shelves. In 

addition, we don’t want them to because it diminishes our Kuida® brand. So over the past six months, we 

have been developing a new product line for the mass market, lower price point product consumer. It will 
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appeal to a much larger market. It can be sold by distributors that have a mass appeal customer base. So we 

will position it differently from Kuida®. Next year we will have Kuida® across the higher end retailers and a 

new brand across more mass market stores. 

 

At the same time we are going to try to appropriate the “hemp” product idea in Colombia where it doesn’t 

exist right now. The way we are thinking about it is we want the stores to open a hemp section just like an 

organic foods section. That’s where our new line will fit in. If you look at Argentina, Brazil, Mexico and Peru, 

for example, the regulatory issues are much less for hemp-based products than for CBD-based Kuida®. 

 

Ohashi: Anything else? 

 

Torres: We are also opening a new clinic with the first one to open soon. We don’t want patients to think 

cannabis will cure everything. We believe it should be used together with other forms of treatment. It should 

be part of an integrated healthcare solution. It can be a co-helper or a substitute but you have to work with 

other solutions as well. We will also open this clinic up for consultations where the patient pays directly. 

 

Torres: Our first greenhouse in Colombia has around 8,000 square metres. We are going to build four smaller 

operations that will total around 8,000 square metres. This is a different technology and approach. It is much 

smaller. This is based on what we have learned from our first greenhouse. Once we get our quotas, the plan 

is to grow THC because it is much harder to outsource right now. Outsourcing CBD for our medical products 

is much easier. I can buy CBD at around $.25 to $.30 per gram so the return to us on growing our own THC 

is much higher. We now have a strong idea of the local market and we know the supply of CBD is there and 

we will grow our own THC. What we need to focus on is developing the demand for the products.  

 

We are very conscious of the capital restraints. We have a strong balance sheet right now as we have dis-

cussed. If someone asked me if I would build another ten hectares of growing space, I would say, “I don’t 

think so. I don’t see the need for it.” I would rather spend our money on getting more doctors and patients 

than in building facilities. Facilities we can always build. 

 

Ohashi: So one of the key decisions you made last year was raising capital and building a war chest. 

 

Torres: We had money available to us last year without much dilution and our board decided we should take 

it. So we built a war chest and even if we have no sales and if I am irresponsible and I keep spending money 

even though we don’t have any money coming in, we won’t have to raise money for well over a year. Maybe 

closer to two years. So that isn’t what keeps me awake at night. I think about sales. So you will see us focused 

on increasing the number of doctors, patients, the technologies we need to improve service, more products 

and growth in our distribution newtwork. What matters to me now is sales – medical and cosmeceuticals. So 

right now I am very careful about spending our money and I am focussed on driving our sales.  

 

Ohashi: Your ability to do that is a major advantage right now. 

 

Torres: If our competitors are generally short of cash and can’t spend or can’t spend as much as they would 

like to connect doctors with patients across Colombia that is what we should do. This is not a change in our 
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business plan. This is what we intended to do all along. We have not changed our strategy since we started 

Khiron. You know that. 

 

Ohashi: Yes, I remember. 

 

Torres: Once we get momentum in our sales, we will keep going. For now, the rest can wait. are being careful 

with capital spending items that aren’t crucial to our short term plans. I have always said, “We do not want to 

sell coffee for $0.10 a pound. We want to sell coffee for $4 a cup. 

 

Ohashi: And you will start to do that outside of Colombia starting now. If you look at the United States, 

Hispanics and Latinos are the largest and fastest growing ethnic minority. 

 

Torres: Yes. We are starting to sell our Kuida® line in the U.S. this month and in the U.K. in the first half of 

2020. The reason we are able to do that is not because we can grow or buy cannabis cheaply. The U.S. 

market is very competitive. Kuida® is a new brand, made in Colombia, to the highest quality standards, with 

a product that is made especially for and marketed to people of Latin America or with Latin American heritage. 

We have talked to distributors in California and Nevada and they notice we aren’t talking about how much 

CBD is in our product but how much CBD actually gets into the skin and how that helps with the hydration of 

the skin. They don’t have other products that market this way. And the feedback we are getting shows that 

we are connecting with women that are 25, 35 and 45 years old. Our marketing stresses influencers who 

appeal to women who are 25, 35 and 45 years old. We are not talking about low quality products in pretty 

packaging.  

 

If we can take what we have learned in Colombia and take that to the U.S. and the U.K. and get positive 

results, then we will be on our way. Kuida® will be selling across the U.S. and the U.K. where people will see 

it is a high quality product that provides what the consumer wants. Then we can combine that with our exper-

tise in consumer packaging and marketing. Remember all of this was put together by Andrés Galofre who is 

Vice President of Business Development and a co-founder of Khiron and is now being run by Elsa Navarro, 

Skin Unit Director. So if we go ahead one year and look back, we will be talking about how many countries, 

how many products, how many stores and so on. 

 

I know that sounds very positive and optimistic but that is what I see in the year ahead. Whenever people 

come here and see what we are doing, they agree.  

 

Ohashi: you know I have always supported your business plan. I know you don’t want to be a farmer of 

cannabis and I always ask why anyone would want to be a farmer of cannabis in Canada? 

 

Torres: Anyone can look at our balance sheet last quarter or this quarter coming up and see that we have 

the runway to do all of this. I want to focus on what’s going to drive value in the future for a pharmaceutical 

company or whoever who wants to come in later. What I’m talking about is not dreams. We have the plans, 

the people and the money to make all of this come true. I think the things that investors will value in the future 

are brands, established distribution through stores and product demand. 
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Ohashi: What is starting to become clear to me is that bad cannabis stock markets are good for you. In the 

past six or nine months, I’ve been to several presentations and people have laid out their plans and said “So 

we’re doing a reverse takeover and we expect to complete or fund raising and going public in June.” Then 

they said advisors have told them to avoid the summer so we’re planning for right after Labour Day. Today, 

they’re talking about early in 2020. Every three months they delay, Khiron is moving ahead and your lead 

over the competition increases.  

 

Torres: Yes. Right now we are working on the technology that will allow patients in Colombia to connect with 

their doctors and directly with the pharmacy that will dispense their medicine. Now imagine if we can provide 

that service in 2020, a new company just going public will be so much farther behind. 

 

Ohashi: You know, Alvaro, that’s what you’ve always done. You are always three steps ahead – working 

with doctors, teaching patients, introducing branded products, educating consumers, testing your marketing 

and distribution in Colombia before introducing products in the U.S. and the U.K. I think these are the things 

serious investors should pay attention to. If you look at The Green Organic Dutchman, for example, they have 

very little in sales, less cash than you have, a plan that hasn’t worked and are valued on the stock market 

three times greater is why I think there is so much upside in Khiron. 

 

Torres: Of course, I agree with you. But we want to keep doing what we think is right. We don’t want to cut 

corners because we want to do some faster or cheaper because that will catch up to you in the end. We want 

to build relationships with the doctors and the patients. We want to figure out how to do our marketing and 

advertising so we reach the people who need our products. I want to be in the position where I can sign an 

offtake agreement and buy the high quality cannabis we need in the amounts we need at attractive prices, I 

will sign that contract in a heartbeat. But to do that I need demand for our products and services and that is 

what we are working on right now. 

 

Ohashi: Before I let you go, can you give me a quick update on Mexico?  

 

Torres: Mexico has the laws in place and now they are setting up the government institute that will supervise 

the industry. The Supreme Court just gave the government another six months, until April 2020 to legalize. 

For us, Mexico is in our plans for the third quarter of next year. In the meantime, we will continue to work in 

Colombia and we are moving ahead in the U.S. and the U.K. Mexico is delayed but it hasn’t changed. It is a 

very large market and compassionate care is still the way to go. So our strategy remains the same. We are 

already building relationships with the people in Mexico and showing them what we are doing in Colombia. 

 

What we are pursuing aggressively in Mexico is the cosmeceutical products, the Kuida® line. 

 

Ohashi: What about the talk that they don’t want big companies involved in their cannabis industry? 

 

Torres: I’m not that old but I’ve been around LATAM for many years. I don’t think the 20% restriction is going 

to stick but even if it does, there’s a very big difference between capital and return. For example in the UAE, 

a local has to own 51% of a business. I can assure you no one in the UAE owns 51% of Coca Cola. So we 

know it’s possible to own 20% of the capital and get a much larger share of the return. Our biggest asset is 

our know-how. So a Mexican partner puts up 80% of the capital but we know how to cultivate, extract, formu-

late, brand, package, distribute, and so on. Even if the 20% restriction remains, we will do very well. 
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Recently we were considering an opportunity and when the Khiron team met, I said we don’t need to put up 

any money because no one else in LATAM knows what we know. So when we made our proposal, they said 

“But you’re not putting up any money.” I told them we were putting up $55 million because that’s what it has 

cost me to have this conversation.  

 

We’re in the same position in Mexico. Maybe they are doing us a favour and we don’t have to put up all the 

money. What we have that no one else has is our knowledge base in Latin America. That is where my head 

is at right now. I have one eye on capital conservation and the other on driving sales.  

 

Ohashi: You’re starting distribution in the U.S. this month? 

 

Torres: Yes. We’re doing the launch in Los Angeles on November 20, 2019. It’s just a small amount because 

we wanted to test the shipping and dealing with customs and all the regulations. The distributor is a store 

called “Cannabis Now.” 

 

Ohashi: And you’re still on line for early next year in the U.K.? 

 

Torres: We started with getting approval to sell in the U.K. But in the U.K., we have to launch by September 

to make the Christmas season. So we are signing contracts with distributors and we have an idea of the sales 

potential. Our plan is to officially launch in February 2020 so we can start with the March season. So right 

now we are planning production and logistics. Next we will formulate our budget and have everything ready 

so we can begin sales in the first season of 2020. 

 

We plan to extend our experience in Colombia to the U.K. Right now everyone is talking about Holland & 

Barrett but they are not a good fit for us. The biggest competitor at Holland & Barrett is Holland & Barrett. 

They have their own CBD line and they give themselves eight positions on the shelf compared with one or 

two positions for everyone else. We will be applying the same strategy as we have been starting in Colombia. 

We have been negotiating with the major retail chains so we can create an experience for the customer. We 

want to educate the consumer, we want the right spokesperson for the Kuida® line and have the right people 

behind our line. We have already discussed our strategy with a distributor so once we make an agreement, 

all that is left is execution.  

 

At the same time, Tej Virk, our recently appointed President of Khiron Europe is working in Europe on exactly 

the same basis as I have been talking about: branded products, consumer education, and so on.  

 

Ohashi: I have been in touch with Mark Monaghan since he stepped down from the Board recently. I under-

stand everything good? 

 

Torres: Yes. Mark was very important to Khiron when we were just getting started and we all owe him a lot. 

Over time, Mark and I have become friends and we have been discussing this change for some time. At the 

beginning of the summer, he said again it might be time and I asked him to stay a while longer. But the more 

we talked about it, the more it became clear this was the right time so we made the change. There is no 
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animosity. Everything is good. I met Deborah Rosati in Toronto and she is a wonderful addition to the board. 

So Mark is happy, I am happy and Khiron is in excellent shape with Deborah Rosati joining our Board. 

 

Ohashi: Any final comments? 

 

Torres: Back in May, when our stock was at an all-time high, I said to my wife that the real world for us is still 

eight months away. Now the real world is happening and we are about one month away from execution on 

more milestones but the virtual world, the stock market, is going down. Despite the stock price being so low, 

I know we are in the position where execution of this stage of our plan is imminent. So we are going to 

continue to focus on building sales the way we laid out in our business plan. 

 

Conclusion: In this interview, Alvaro Torres provides a very clear picture of how Khiron intends to proceed 

in the next twelve months and outlines the reasons I think they will be successful. The Canadian cannabis 

stocks have been hit hard in response to disappointing earnings 

and falling cannabis prices. These factors have almost no impact 

on KHRN and to the extent that their stock price is dragged down 

by the malaise in the market generally, it creates an outstanding 

opportunity, in my opinion. KHRN has a well-designed business 

plan and the people and capital to move that plan forward while 

many competitors are undercapitalized and stuck in neutral until 

the cannabis stock market improves and the funding window opens 

for business. A year from now, I believe KHRN will have expanded 

further into Latin America and solidified their dominant position in the region. They will also have secured a 

foothold in the U.S. and U.K. markets. And if investors decide they like multi-state operators (MSO), KHRN 

will be an MCO, a multi-country operator. As such I think a holding in KHRN has the potential to be an MBO, 

a multi-bagger opportunity. 

 

The Metamorphosis of Lexaria 

Interview with Chris Bunkia, CEO, Lexaria (CSE: LXX) (OTCQX: LXRP) 

October 2, 2019 

 

In this interview, Chris Bunka explains that shareholders are having a difficult time ad-

justing to the fact that Lexaria has transitioned from cannabis to a nicotine oriented bio-

tech and pharmaceutical company. As a result, Bunka believes the markets have failed 

to recognize the valuable work Lexaria has accomplished over the past year or more.  

 

When I first started covering LXRP in 2016, I recognized cannabis was a wonderful op-

portunity for the Company while at the same time noting that the technology had potential 

in vitamins, non-steroidal anti-inflammatory drugs (NSAIDs) such as aspirin, Motrin and 

Advil as well as nicotine and each of these have more potential than cannabis.  

 

This interview will provide insight into why I am a strong believe in LXRP, the DehydraTECH™ technology 

and the people that make up the company. 
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Ohashi: How are the stock markets treating you? 

 

Bunka: Well it’s certainly been a tough market and I can relate to that. I have a lot of empathy for people who 

have seen the value of their investment decline because I’m going through it myself. So I can certainly un-

derstand their concerns. I look at Horizons Marijuana Life Sciences (HMMJ) and our performance tracks it 

closely. Some days we’re a little better and other days we’re not but overall we’re close. 

 

What I find so frustrating is that we’re obviously tracking the cannabis sector but we’re different. So the posi-

tive news we’ve issued in the past year about our work with nicotine and the scientific findings we’ve reported 

has been almost universally ignored. What I see is the market treating us as if we are a representative can-

nabis company and we’re not. We’ve built this amazing team who are doing great work with fantastic accom-

plishments and it’s not recognized by the market.  

 

I feel like we need a new audience. We don’t have to change what we’re doing. We just have to find people 

who appreciate that work. So we’re considering listing on the NASDAQ where we think people may look at 

us more as a technology company and less as a cannabis company.  

 

Ohashi: what I like about the companies I follow is, like Lexaria, their share prices may all be down and that 

matters but when I call and talk to them, day by day by day they are moving their businesses forward. I’ve 

been through more bear markets than I care to talk about but I know the companies that come out the other 

side are the real companies positioned to succeed.  

 

Bunka: I agree with you. I see companies all the time that are doing wonderful things but their stock is down 

75% to 80% or so. At times like this you just have to tough it out.  

 

Ohashi: Let’s talk about your business. I mean the elephant in the room is Altria (NYSE: MO). What can you 

say about the work you’re doing together? 

 

Bunka: I am constrained in what I can say publicly as both companies must agree to news releases on our 

work together. I would hope we will have some official news at some point in the not too distant future. What 

I can say is the relationship is good. Most of the program is ahead of schedule. We have some elements that 

are six or twelve months ahead of expectations and one part is a couple of months behind. It’s a large pro-

gram. We’re doing a lot of work. We’re in communication with Altria often several times a day, usually at least 

once a day and it is rare for a couple of days to go by without contact. It’s a very active relationship. Altria is 

doing a lot of work; a lot more than I ever anticipated. We are doing the work that was scripted out for us and 

so far there have been no show stoppers. Results have been positive, very positive or, at the very least, as 

expected. Things are moving along just fine. 

 

Our relationship with MO certainly has the potential to expand beyond what we are doing together at present. 

 

I did find it interesting, for example, that shortly after Altria signed the deal with us, they acquired 80% of the 

Swiss company Burger Sohne for $327 million. Burger Sohne makes a tobacco-derived nicotine (TDN) prod-

uct named ‘on!’ that comes in seven flavours and five nicotine strengths (35 stock keeping units or SKUs) 

that have been available in the U.S. since August 2016. On! is also sold in Sweden, Japan and online. On! Is 
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a chewable nicotine pouch and it is a product category that Altria had not been in previously. This is a high 

growth product and Altria’s role is to ramp up global distribution. I don’t know but I hope that our Dehy-

draTECH™ technology, that is focussed on powders, is being considered for an application with the on! prod-

uct category. I don’t know but if this were to happen, after a few years a development like this could be 

transformative to LXRP. 

 

Also it is worth noting that the world has different jurisdictions that see things in a slightly different way than 

we do in North America. For example, in Sweden nicotine is regulated as a drug but it also allows applications 

of nicotine as part of a food product. So thinking of a product like on! in the form of a lozenge or other formats 

can be much easier in countries such as Sweden than it might be in the U.S. 

It is important to remember that our DehydraTECH™ relationship with Altria is only exclusive in the United 

States and it is non- exclusive everywhere else such as Europe or Asia. The bottom line here is that our 

relationship with Altria could lead to royalties for LXRP much faster and in many different ways than we might 

imagine. 

 

Ohashi: As I follow your stock, it seems to me that you’re attracting more than your fair share of selling. Do 

you have any idea why that is or where it’s coming from? 

 

Bunka: I can make a couple of points. First, over the last six months the volume of trading in Lexaria stock 

has been comparatively low. Almost record lows. This tells me that the problem is not too much selling. It’s a 

lack of buying. From a factual standpoint, you can see from the information on their website, the HHMJ fund 

has sold off most if not all of its position in Lexaria. It’s hard to be precise but depending on whether they sold 

all their shares or not, it would mean something like 1.0 – 1.4 million shares of Lexaria have been liquidated. 

So as to your question of where the extra selling came from, it might be as simple as HMMJ selling.  

 

It’s also worth noting that for the entire calendar year of 2017, Lexaria traded at between $.30 and $.45 per 

share…. 

 

Ohashi: It’s funny you should say that because I’ve been looking at the trading history of half a dozen com-

panies recently and as a broad brush statement, these companies are trading where they were in 2016 and 

2017 and yet what they have accomplished is absolutely amazing. LXRP is certainly part of that group. 

 

Bunka: I couldn’t agree with you more. When you look at Lexaria’s trading, our stock went up with all the 

other cannabis stocks and that was fueled by excitement and expectations. I mean two years ago, we had 

one or two patents and now we have sixteen. Earlier this year we were issued a patent for a medical appli-

cation and that was completely missed by the market. Our technology is patented for Parkinson’s, schizo-

phrenia and Alzheimer’s, admittedly only in Australia so far. In addition, in our most recent peer reviewed 

study, our technology was successful in delivering more of a drug past the blood-brain barrier in a number of 

animal studies. So we not only have the scientific evidence we have the intellectual property to protect us. 

And the United States, Canada and Australia are three of six countries in the patent treaty called the Patent 

Prosecution Highway (PPH) which means a patent held in one of the treaty nations can be fast tracked 

through the other treaty nations. We are currently working to have the patents in Australia fast tracked starting 

with the United States. 

 

Ohashi: Before we wrap up, anything happening on the cannabis side? 
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Bunka: We are always involved in discussions so I can’t be specific but we’re quite excited by the potential 

of some of the things we are considering. I mean the really big thing that we’ve been waiting a long time for 

is the approval of edibles in Canada. We are working on a couple of client relationships that will benefit from 

the legalization of edibles. We have a beverage developer that has been doing a lot of formulation work and 

is very happy with our technology so they should be launching this winter. Also, we are now seeing interna-

tional interest from Mexico and Europe and we had a call recently from a South African company and we 

have another group from Australia that is coming out to see us. So there is a lot going on in the cannabis side 

as well but the transformational developments at this time are more likely to come from the nicotine work we 

are doing. 

 

Ohashi: To recap, if we go back to 2016 when we first started talking, we knew the potential was there for a 

market like tobacco/nicotine to overwhelm the potential for cannabis. Here we are three years later and it has 

happened. I think people are having a hard time coming to grips with that. 

 

Bunka: Yes. I think that is what we are witnessing as we speak. Our shareholder base is transitioning from 

cannabis investors to people who understand our true potential in technology. We are rotating our shareholder 

base substantially away from cannabis to biotech and pharmaceuticals. In the long run this will benefit our 

shareholders. In the short run it has been difficult.  

 

I mean when I think back to 2016, our stock traded around $0.10 to $0.15 per share. We had a couple of 

patent applications in process but none issued and later in 2016 

when we got our first patent our stock doubled to the $.30 mark. 

I mean if I look at our company today, I have no hesitation in 

thinking we are way more undervalued in the markets now than 

we were back then. You have to take that with a grain of salt 

because I am obviously biased but that is what I see today com-

pared to back then. I mean things are different. Our market cap 

is much higher today but if I just focus on the opportunity, 

there’s no comparison. At Lexaria, we have a great group of 

people who all have their heads down and are working hard. I know the market will turn but that’s out of our 

control. In the meantime, we’re just grinding it out.  

 

Special Report: Thoughts on the Sunniva conference call 

August 29, 2019 

 

I participated in the Sunniva (CSE: SNN) (OTCQB: SNNVF) management conference call on August 29, 

2019. Speaking on behalf of SUNNIVA were Dr. Anthony Holler, Chairman and Chief Executive Officer of 

Sunniva, Kevin Wilkerson, President of Sunniva Inc. and President and CEO of Sun CA Holdings the main 

U.S. subsidiary and David Lyle, Chief Financial Officer of Sunniva. As if to prove every cloud has a silver 

lining, for some reason I was not given a chance to ask questions. However, Dr. Holler noticed this and 

arranged for himself, Wilkerson, Lyle and Rob Knowles, Vice President of Corporate Development to hold a 

conference call with me immediately after the formal call to answer my questions. This was fortunate because 

the most value for me was derived from what I gleaned from the second call with Holler, Wilkerson, Lyle and 

Knowles. 
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Here are my main takeaways from the scheduled conference call: 

(a) Management is totally riveted on getting the glasshouse finished and operating. However, there was 

a further delay disclosed as operational status is now expected in the second quarter of 2020. The 

actual statement was “…we expect we will receive our Certificate of Occupancy no later than Q2 2020 

with the intent of pulling that target forward….” This includes bringing the glasshouse into partial oper-

ation on an accelerated basis if possible. 

(b) The role of Colliers International as the contractor has been significantly increased from an advisory 

one to providing complete project management oversight. Colliers is now fully in charge of running the 

project and some changes have already been instituted. Colliers is in charge of completing the con-

struction of the glasshouse reporting to both Sunniva Inc. and Barker Pacific. All contractors and sub-

contractors will report to Colliers. Colliers is updating all construction completion dates. Sunniva and 

Barker Pacific have agreed to this change. 

(c) An important announcement was the adoption of a plan to add additional backup electric power so the 

building can operate offline in the event of a power loss. As previously discussed, SUNNIVA will also 

increase its chilling capacity. This will raise the total capital cost by U.S. $25 million. There are ongoing 

discussions with the Barker Pacific Group regarding the allocation of these outlays.  

(d) The bad news was announced in a Press Release the same day. The closing of the Okanagan Falls 

property has been delayed until the middle of September. The good news is the deal is still alive. The 

best news from my point of view is what I learned when I had the opportunity to ask questions. 

(e) Sunniva has entertained expressions of interest from prospective buyers of Natural Health Services 

(NHS). One particular party is described as “…actively pursuing this asset.” Management hopes to be 

able to say something “…soon, once we have something solidified.” 

(f) The purchase of biomass and extraction was deliberately dialled back due to cash constraints. Man-

agement is now considering ways to realize revenue opportunities by utilizing the expanded capacity 

in extraction and distribution and packaging for third parties. Their new packaging and distribution 

facility can handle all of their own as well as others. But glasshouse funding is the priority. 

(g) The urgency of the cash crunch was not fully appreciated by me or the markets. Sunniva was running 

as close to hand to mouth as you can imagine. However, the recent financings and the expected 

closing of the OK Falls property has relieved this problem for the immediate future and will allow work 

to continue toward the completion of the glasshouse. More to follow below. 

(h) I was pleased to hear new President Kevin Wilkerson admit a major problem has been meeting cor-

porate timelines and targets. I think recognizing and acknowledging a problem is the first step toward 

fixing it. With the new team, Wilkerson says the goal is to set and meet our corporate milestones. 

 

Below are the questions I asked and the answers I received.  

Questions: 

(a) A major problem for Sunniva in the almost two years I have been following you is a complete inability 

to meet deadlines. This has eroded and continues to erode investor confidence. The sale of the Oka-

nagan Falls property was supposed to close in early July, then the end of August and now the middle 

of September. Do you have more evidence to convince me that the closing by the middle of September 

is any more realistic than the earlier deadlines that weren’t met? 

(b) The $25 million in additional capital costs was a bit of a jolt. Can you elaborate on that? 

(c) I read into what you said about the glasshouse, there is another delay from the first quarter to the 

second quarter of 2020. As with my earlier question, is there some reason your shareholders can have 

any confidence that this deadline will be met? 



44 
 

(d) What is your monthly burn rate? 

(e) You have talked about financing options. One of the major concerns of shareholders is the shares are 

now around a dollar and if you are forced to do a major equity financing at this level there will be a 

significant amount of dilution. Do you have plans that will avoid this potential dilution? 

(f) My conclusions following this interview. 

 

Answers: 

(a) We have been working with CannaPharm for several weeks on their due diligence, their people, their 

financiers and that has taken much longer than we or they anticipated. Through the process we have 

been narrowing in on the timing of completion of their financing and believe it will be done very shortly. 

We are now on a schedule of weekly calls with their management and we are adding input from our 

side. We are looking for ways to help them get this done and we have team members who are meeting 

with their people. We have been meeting with their financiers and helping them to understand the 

project. We have been meeting with their appraiser to get them to understand the project. We are 

having multiple meetings every week driving to a close. So for them, financing was a major factor and 

it looks like they are there now. It looks like we have enough data points from them that we are confi-

dent it will close as outlined. We now have way more information that leads us to this conclusion. 

 

Just in case, this wasn’t going to happen we have been working on contingency plans and that is what the 

recent financings were all about. So as it took longer than anyone thought, we had to be ready. We have 

always been confident it would close but it has taken longer than we or they anticipated. 

 

(b) Before David and Kevin got involved in the project there were changes made to the way we handled 

chilling. As David and I really dug into the plans we concluded that we didn’t have the backup systems 

needed for a facility this large and this valuable. We concluded we must have the contingency plans 

in place. I come from a military background so I’m all about contingency plans and backup programs. 

So Tony agreed that along with the additional environmental contingencies (cooling systems), we 

should add backup plans so, for example, we could handle a temporary loss of power without losing 

the whole facility. The shareholder value represented by the glasshouse is going to be far more secure 

with these additions. The $25 million in capital cost discussed today covers both the changes to the 

cooling system we had disclosed before and the backup power and other things we added since. 

 

(c) This all ties together. We know we have to meet our milestones when we say we are going to meet 

them. In fact that day has come and gone. So yes we announced a date in this call and we were very 

clear that we’re going to try to pull it forward. But we are aware that we have to build our credibility in 

the marketplace and to do that we have meet our deadlines. So we looked at everything involved and 

we are very comfortable that the glasshouse will operational in the second quarter of 2020. 

 

(d) We have some charges that jacked up our apparent burn rate in the second quarter that showed 

operating costs of $12.6 million. But that included an accounts receivable provision of $2.2 million and 

a $1.8 million production facility line item and non-cash items of $2 million. So we’re looking at around 

U.S. $6 million per quarter or U.S. $2 million a month.  

 

(e) For clarification, we were on a shoestring budget when I arrived in June and then the OK Falls closing 

was delayed so a cash pinch is something we’ve had to deal with all along. We’ve done some debt 
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instruments with warrants so there has been some dilution already because we had no choice. I think 

that was the best decision we could make for the shareholders at the time and now we have some 

breathing room. So we’ve gone from weeks to months ahead of us where cash isn’t our overriding 

concern. Again, we have been planning our financial needs beyond that so we have been looking at 

the kind of debt with warrants funding that we’ve done recently all the way to straight equity. No deci-

sions have been made. If our shares stay low, we will emphasize the less dilutive debt and warrants. 

Market conditions will dictate what we do and we know minimizing dilution is important. 

 

Conclusion: After thinking about our discussion and considering the impressions I now have of Kevin and 

David, I conclude they will be invaluable to Tony Holler in fulfilling the requirements of management at Sun-

niva. I also know in previous discussions with Tony and Leith Pedersen at the time and shortly after he left, 

there are more additions to senior management planned but perhaps deferred due to cash constraints.  

For about a ten year period in my investment career, I had the privilege of working with former professional 

athletes who had successfully transitioned from sports to business. I haven’t had the same experience with 

military people but I bet they are similar. I found them to be highly goal and achievement oriented. They were 

extremely hard working and disciplined in the way they went about attaining their goals. I sense some of the 

same qualities in Kevin Wilkerson. Tony introduced Kevin as the person leading the first conventional troops 

into Afghanistan that was a chaotic and unpredictable environment. Tony pointed out Kevin had received the 

Bronze Star, which I later learned is awarded to members of the U.S. armed services for either heroic or 

meritorious achievement or service in a combat zone. When I joked saying leading people in a chaotic and 

unpredictable environment was the perfect training to join Sunniva, he chuckled and said: “The analogy I’d 

make is training soldiers what to do if you’re caught in an ambush. You can’t stop and you can’t go back. You 

have to gather your people together and convince them you’re going to fight through it. We’ve already had a 

couple of days when I have sat with Tony, David and others and we’ve decided not to stop and not to go 

backwards but to fight right through it.” 

That’s a guy I want on my side.  

 

On August 21, 2019, I interviewed Chris Naprawa, President of Khiron Life Sciences (TSXV: KHRN) 

(OTCQB: KHRNF). Chris joined KHRN as President a little over a year ago arriving 

with an extensive capital markets background most recently with Sprott Inc. and as a 

partner with Sprott Capital Partners. In my opinion, this was one of the key decisions 

KHRN made last year. It enabled co-founder Alvaro Torres to focus his attention on 

the operations of the company as Chief Executive Officer while Naprawa used his skill, 

knowledge, energy and experience to develop the capital markets side of the equation. 

To pay for what Torres wanted to do, Naprawa arranged the financing. Not only that, 

Naprawa built an awareness of KHRN within the international retail and institutional 

investor communities and ensured the company was well financed so that a temporary 

decline in the stock markets would not impede KHRN’s growth plans or need a highly dilutive financing forced 

on them. Chris Naprawa has become my main contact at KHRN and one of the reasons I am so enthusiastic 

about the company’s prospects.  

 

Ohashi: how are you bearing up under the weak cannabis stock markets? 
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Naprawa: Well it’s been a difficult trend to fight. Just when you think the decline might be coming to an end, 

we get hit by more bad news. I don’t have to tell you about that pattern. I know of one major, global institutional 

account that just capitulated. They sold all their cannabis stocks.  

 

Ohashi: Well that’s amazing but it probably means we’re close to the bottom. 

 

Naprawa: Yeah. It often happens that when the big guys bail out, that’s one sign we’re getting closer to a 

bottom. 

 

Ohashi: If last year was establishing your footprint in Latin America and South America, based on what I’ve 

seen so far from Khiron, it seems the next 12 to 24 months might see you make a move into Europe. I mean 

hiring Tejinder Virk as President and Franziska Katterbach as Chief Legal Officer of Khiron Europe was as 

clear a sign as any. Is that your business plan moving forward? 

 

Naprawa: We said our plan was to dominate Latin America but we didn’t say we aren’t going anywhere else. 

We have done a lot of work in Europe and due diligence and in the process we learned a lot. We came to the 

realization that as in the rest of our business, it’s about people. So we started looking. I originally called Tej 

hoping to get some referrals never thinking that we could get him. So that conversation quickly turned and 

when it became a possibility, we moved aggressively to get him.  

 

Ohashi: It turns out I met Tej in Europe last year and I think he is a terrific addition. His move reminds me a 

lot of what you did a little over a year ago. Looking back, I would that worked out very well. 

 

Naprawa: Yes and he brings with him some hand’s on experience in the cannabis industry in Europe. Tej 

has an exceptional mind and knows how to get things done which is important to us. In the short time he was 

at Canopy Growth, they did several transactions. He can move around the highest levels of an organization 

with ease. He seems to embody exactly what we need. 

He brings along Franzie who is the Juan Diego Alvarez of Europe. She brought her knowledge and ability to 

Canopy around a year ago and she was involved in completing six transactions.  

So if we combine the business acumen of Tej with the legal knowledge of Franzie, we have a great team to 

get the job done for us. You will see we stepped up to get them but I think if they had been a small cannabis 

company in Europe I would have had to pay a lot more to get them.  

 

Ohashi: And like you, they are motivated to produce? 

 

Naprawa: Yes. They see in Khiron what you and I see - a multi-bagger opportunity over the next few years. 

At a market cap of around $200 million, I don’t think anyone is going to say that Khiron is overvalued and we 

have a real opportunity to build something special in Europe.  

Anticipating your next question, I think Spain is a natural place for us to begin. We know the language, we 

know the laws, there is a familiarity with the culture and we have relationships. We’ve never been a believer 

in the hub and spoke model. If you go into southern Spain, there’s an area with 50,000 hectares of green-

houses. It’s sort of the breadbasket of Europe and there are a few families that are dominant there. So we 

think we can find a way that will get us into the market requiring comparatively little capital combined with 
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lower risk. So we can do there what we’ve done everywhere else, that is, work with experts, mitigate our 

business risk and manage our capital risk.  

 

Ohashi: Does the Mercosur agreement work into this? 

 

Naprawa: Yes, and that stems from our involvement in Uruguay. Like any agreement there is more work to 

be done there but it will come. I just saw the final designs for our facilities in Uruguay. Despite the fact that 

the capital cost is extremely low down there, it will be a state of the art facility. The capital will be going into 

laboratory and extraction facilities where the returns are much higher and there’s nothing stopping us from 

sourcing biomass locally as well.  

 

Ohashi: Is it similar in form to Colombia? 

 

Naprawa: It is similar to what you saw but it’s a little more durable because Uruguay has seasons which 

Colombia does not. So it gets a little colder in the winter which is right now, and a little warmer in the sum-

mertime. Understand that in everything we do, we learn a lot. So even in Colombia, our next facility will 

incorporate the many things we have learned. So the materials that we use will be very similar but the layouts 

and so on will be more efficient and mitigate operational risks. We can build upon what we have done with 

what we have learned. 

 

I’m sure some of the Canadian operators that started with a one million square foot facility would like to dial 

back the clock. I think they would have been better off if they could have started with a smaller facility and 

build additional operations incorporating what they have learned. That is the advantage we have and I think 

it will serve us well. The changes will be engineered into our subsequent models in Colombia and Uruguay 

and elsewhere. We won’t talk about that very much because that knowledge is valuable to any operator. And 

remember it is still in the back of our mind that when we can be out of the growing business, when there is 

an assured source of top quality biomass, we plan to move de-emphasize growing. 

In Uruguay, we will be starting development and construction work right away with Marco Algorta, our Country 

Manager. In Colombia, my best guess is in one to three months. All the civil engineering work in Colombia 

has been done so it’s ready to go. 

 

Ohashi: What about Chile? 

 

Naprawa: We continue to work there and there are a couple of other things available to us that are very 

interesting and exciting. Rodrigo Azócar who is our country manager there and who you have met has been 

doing a great job for us there and we are looking to expand his role. But Chile is certainly still moving ahead 

slowly and deliberately. Oh, there was some positive news out of Brazil that we are still trying to verify but 

apparently Jair Bolsonaro has said he favours medical marijuana which is the first time we have heard that 

from the President so that could be very positive. 

 

Ohashi: Peru? 

 

Naprawa: In Peru, we received our pharmacy license. This is important because to do business in Peru you 

have to be registered as a pharmacy and we have completed all the regulatory requirements so we are 
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properly established. Rather than re-invent the wheel, Peru has taken the approach that we already have 

pharmacies regulated so we will leverage on top of that to deal with cannabis. Luis Marquez who looks after 

Peru is doing a very good job for us there. 

 

Ohashi: Will you continue to move forward in Latin America and South America? 

 

Naprawa: We’ve covered off most of the countries we want to be in at this time. A wild card might be Argen-

tina. Given everything that is going on makes it unpalatable to be there but sometimes that can be the best 

time to make a move. Eventually, they are going to have a medical cannabis regime but in the meantime they 

have bigger problems. But there may be other ways to have a presence that can work for us. My personal 

bias is negative because of past experience in resource markets. Venezuela is an interesting region. Brazil 

is an opportunity although they require GMP certified labs for production of certain types of products. Para-

guay has many of the same requirements but they have a well-developed medical market that produces a 

significant amount of product for Brazil already. So Paraguay is a small market but it may be complementary 

to Uruguay. We are very much on top of things in Mexico and we see many opportunities there. We’re basi-

cally waiting for regulations.  

 

I still think it is very likely that we’ll do something directly in the United States. Our first shipment of the Kuida® 

brand is expected to be delivered this quarter or early next. We’re going to start off slowly but we believe we 

can ship Kuida® products from Colombia directly into the United States. It’s a competitive market and it’s 

expensive but here’s the reality – if you want to acquire a branded cannabis product, the United States is only 

market where you can do that. It’s also a market where the funding window is closed for now. So that adds 

up to opportunity for us. 

 

Ohashi: You’re still in good shape funding-wise. Right? 

 

Naprawa: At the end of June we had around $55 million… 

 

Ohashi: …so it hasn’t changed much… 

 

Naprawa: …but that doesn’t mean we haven’t been spending. When you see the quarterly report…no one is 

going to accuse us of being frugal. But we’ve had more warrants exercised to top up our cash. 

 

Ohashi: It sounds a little bit like the strategy of Bruce Linton, formerly at Canopy. He believes you have to  

strike when the iron’s hot. But at least with Khiron, I can see your spending is careful and well thought out.  

 

Naprawa: I think the Italian acquisition that we passed on showed we are disciplined. We saw something that 

looked attractive but as we peeled back a few more layers of the onion, it made less and less sense. I mean 

some people don’t want to face the embarrassment or whatever of not closing an acquisition. But we felt it 

was the best decision and that’s what we did.  

 

But nobody should interpret that as Khiron being negative on Europe or especially Italy that has had some 

negative publicity recently. I just spent two weeks there doing due diligence and the tobacco distributors have 
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a stranglehold on distribution in a country where everybody smokes. They have no interest in allowing out-

siders into recreational cannabis distribution. They’re not going to let you walk in and do whatever you want. 

And I’m not talking about the government.  

 

Ohashi: How are the Kuida® products doing? I know you’re getting shelf space but is that translating into 

sales?  

 

Naprawa: Sales have started. In the first half of the first quarter, we were still exclusive to Farmatodo. Then 

we started filling the distribution channels and bringing on other stores. So we had modest sales but we’re 

continuing on now with traditional advertising. I would say most people are buying it right now to find out what 

it is and if they like it. I met with Elsa Navarro, Skin Unit Director and Rodrigo Durán, head of the Dixie Brands 

joint venture recently and they have a very strong plan moving ahead. If we can get up toward $2 million in 

sales in Colombia this year I would be really pleased.  

So this is the year we introduce the Kuida® line and the next three years is when we anticipate strong growth 

in sales. But we are comfortable with what’s happened so far and, as I said, we have a solid plan and we’re 

moving forward. 

 

Part of the reason we were able to reach a distribution agreement with Grupo Éxito in two months is that most 

of the other CBD infused producers have only one or two products. Because we have seven or eight we can 

talk about a platform with more stock keeping units (SKUs) coming and they really like it.  

 

Ohashi: When I was last down to Bogota for a visit, I was left with the impression that there is a consumer 

education program that has to take place. A lot of that responsibility falls on you leading the way to market 

but being perceived as the first to market gives you an advantage as well. Once you reach a certain level, it 

will be very hard for those coming behind you to get market share. 

 

Naprawa: To me the proof is in the pudding. We continue to get more and more stores that want to get Kuida® 

in their stores and on their shelves. They wouldn’t do unless they think they can sell it. The way I think of it is 

2019 is about the plumbing and not the flow because without the plumbing we’ll never get it. We still have to 

deal with the regulatory issues. We still go in and explain the product to senior people. We often have to 

assure them it doesn’t get you high.  

 

Ohashi: Let’s just finish our discussion of operations in Colombia. The plants are growing? No problems in 

the grow facility? Extraction? Lab? 

 

Naprawa: Everything’s fine. The plants are growing and thriving. Our people are getting better as they gain 

experience. Re-

member there are 

two parts to the 

building at the fa-

cility. One is for ex-

traction but the 

other is the GMP 

compliant labora-

tory and it has 
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been a major time saver. If you go to the Gallery on our website you will see the pictures that Paola Ricardo 

put up late last week. You will see pictures of product growing, harvested, decarboxylated3, processed and 

bottled. (see more pictures here) 

 

Ohashi: I thought I saw someone recently announce they are going to start construction of a GMP compliant 

lab and said it will be the first in Colombia or Latin America, I think. 

 

Naprawa: Well our lab is GMP compliant and it is up and running. We expect to have our first medical prod-

ucts out this quarter and we’re on track to meet that goal. Some of the product that goes out late this quarter 

or early next will probably go to the Latin American Institute of Neurology and the Nervous System (ILANS) 

as part of the new insurance program we announced recently. 

 

Ohashi: This is the program that Alvaro Torres, CEO of Khiron, talked about six months ago. The medical 

team from ILANS that you acquired last year determines the patient treatment that may or may not include 

cannabis and simply bills the government plan for the category of “pain management” or whatever it is. 

 

Naprawa: Yes that’s right. This is a trial run that has been approved for four months and 450 patients. When 

it is completed and if the results satisfy the government, we expect the program will then be extended to four 

or five more clinics throughout the country. If this happens, it will produce a predictable recurring revenue 

stream. 

 

Ohashi: You mentioned that ILANS had a record month in July? So ILANS must be on track for $12 to $15 

million in revenue this year? 

 

Naprawa: I would say $12 million because we cut out around 20% of ILANS’ services earlier. 

 

Ohashi: Well you’ve got a couple of bullish forecasts out there in the form of target prices of $6.00 by AltaCorp 

Research and $6.75 per share by Canaccord Genuity… 

 

Naprawa: We’re going to need a better market but the good news is we’ve got the people and we’ve got the 

cash to accomplish everything we want in the next twelve months. As you know, the markets are a double 

edged sword. When the Exchange Traded Funds (ETFs) were growing and buying Khiron, everyone loved 

it. Now if the ETFs rebalancing means they sell are selling shares, everyone hates them. But as we convert 

all the activities we are engaged in right now to revenues and income, the vagaries of the stock market 

become less important to us over time. Also, since I got back from Bogota recently, I am more confident and 

more enthusiastic about our company and prospects than I have ever been. 

I mean in 2018 at this time, we were doing our first raise at $.90 per share and if we told everyone their stock 

was going to double in a year they would have been thrilled. I know we subsequently did raises higher but 

our plan is just to keep our heads down and plow ahead. As long as we do that, I am confident the stock price 

will look after itself and all shareholders will find themselves in a profitable position. 

 

                                            
3 Decarboxylation is a process that converts THCA to THC and also reduces the risk of bacterial contamination in extracted 
products.  

https://investors.khiron.ca/gallery
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Conclusion: as the interview suggests, KHRN’s fundamentals are in good shape and basically on plan. The 

company is also well funded. The other comment I would like to make is the Exchange Traded Funds (ETF) 

are probably adding to the volatility to the cannabis group. When the ETF’s were growing and the cannabis 

stocks were advancing, it was a positive to be included in a portfolio. But when the cannabis stocks began 

declining which has been the case for the past 17 weeks according to our numbers, these portfolios decline 

in value and as a result a portfolio holding can be sold to reduce its weighting. This is a little perverse because 

a couple of Fridays ago, CannTrust (TSX: TRST) (NYSE: CTST) unexpectedly rose over 40%. It now seems, 

the scandal ridden TRST had fallen so much in price, its price fell much faster than the rest of an ETF portfolio 

causing its holding became under-weighted. As a consequence, the ETF purchased shares to restore its 

position in the portfolio. In effect, it was rewarded for its poor performance. On the other hand, if the price of 

a stock performs much better than a generally declining portfolio, it becomes over-weighted and an ETF will 

sell shares.  

 

The one thing that is clear to me is this cannabis stock bear market will end and indications are we are much 

closer to end of falling stock prices than the beginning. Second, when it ends Khiron will have continued to 

operate and grow and will stand out as one of the great values in the cannabis group. Within the next 12 to 

24 months, I think KHRN will become even more strongly rooted in Latin and South America, have established 

a foothold in North America via the United States as well as Europe probably through Spain. KHRN is one of 

those rare companies that the lower its stock goes, the more attractive it becomes.  

 

     


