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Marijuana Stock Market Review & Outlook     
    

                LTB MJ INDEX:  1wk +0.0% 1 mo  +0.1%  3 mo +13.9% 6 mo  -15.4%  1 yr -18.9%      

   

Both the major North American markets headed lower last week. In the U.S., the Dow Jones shed -1.3% in 

value while the Toronto Stock Exchange dropped -0.3%. In the U.S., investors were unnerved by a yield 

curve inversion. This 

happens when short 

term interest rates 

move higher than long 

term interest rates. I 

am quite familiar with 

this phenomenon as it 

was my thesis study in 

graduate school. A yield curve inversion precedes two economic trends. One is a recession. In the U.S. the 

last three recessions going back to 1989 were preceded by a rate inversion. Two is a general decline in 

interest rates. The higher rates at the short end of the curve often result from central bank policies designed 

to check economic growth and/or to keep inflation in check. Such high short term rates are artificial and 

therefore not sustainable. As a result investors sell the short end and buy the long end which has the effect 

of lowering longer term rates. 

 

The Canadian mariju-

ana stocks certainly 

made an effort to 

move in sympathy 

with the major mar-

kets. The LTB Mariju-

ana Composite Index 

posted the smallest of 

gains as the momentum index headed slightly lower. An important shift that is taking place is the polling 

results for the Canadian federal election on October 21, 2019. If the Liberals are not re-elected, it will be a 

setback for the cannabis industry. As we will see below, the U.S. based cannabis company shares posted 

a major advance last week while their Canadian counterparts were treading water. I keep repeating the 

message because I know some investors are slower to move. We have been pounding the table for many 

months in favour of companies with most of their operations outside of Canada. If you haven’t acted yet, 

procrastination can be costly at times like this. Don’t hesitate any longer. 

 



The flight to quality 

continues as these two 

charts illustrate. The 

highest quality canna-

bis stocks as meas-

ured by the Licensed 

Producer Composite 

Index posted a frac-

tional gain while the Low-Priced Composite dropped a substantial -3.5%. When the cannabis group moves 

into the next up-leg in prices, the Low-Priced group should recover strongly. Although I expect this to happen 

soon, it might be a short but equally painful wait.  

 

The chart to the left 

shows the U.S. Mariju-

ana Index owned and 

managed by MJIC. It 

shows that last week 

while the Canadian 

based cannabis com-

panies were biding 

time, the companies doing most of their business in the U.S. posted a gain of +5.8%. The chart to the right 

shows the trend of outperformance by this group has been going on for a year and last week added to this 

trend. I have been urging readers to focus their portfolios on exactly this group of stocks. Of course I can’t 

force you to do it. But week after week, I keep laying out the arguments it is hard to deny. To use a variation 

of a section of the wedding vow, “Act now or forever hold your peace.” 

 

Conclusion: The message this week is shift portfolios over to those companies that are operating mostly 

outside of Canada. From our list, that would be 1933 Industries (CSE: TGIF) (OTCQB: TGIFF), Khiron 

Life Sciences (TSXV: KHRN) (OTCQB: KHRNF), Lexaria (CSE: LXX) (OTCQX: LXRP) and Sunniva 

(CSE: SNN) (OTCQB: SNNVF).   

 

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 know management is a key to your investment philosophy. When you meet the management of prospec-

tive companies you invest in, what are the specific things you look for and specific questions you ask to 

determine if they meet your expectations? Obviously, the track record of individuals is important but you can 

get that information without meeting them. I was conned once in the past and it was an expensive lesson. 

I’m far more cautious now. What's your qualification process when you meet them in person? 



 

D.M., Toronto, Canada 

 

Boy, I could write a book on that subject. But as you point out, being able to make such judgements in the 

investment world is important. It is critical especially when dealing with smaller companies. It’s hard enough 

to make an above average return on an investment let alone if you had no chance from the beginning 

because it was mostly fraudulent in the first place. But being able to make assessments of people is also 

important in many other aspects of your life. Buying a new suit or outfit? Tying to choose a financial advisor? 

On the lot with a salesman buying a car? It is something that enters many aspects of everyday life. 

 

I don’t ever get into a management interview without have done some preliminary research first. I will have 

spoken to associates or friends to see what I can find out. I must admit I’m probably more skilled when it 

comes to investment interviews or presentations because I have more experience. I’ve probably owned 

fewer than a dozen cars in my life but I guess I’ve been involved in over 2,000 management interviews or 

presentations. 

 

I don’t approach an interview with questions designed to trick anyone. I like interviews that are relaxed and 

conversational. Also, during an interview you are gathering information about the company, the industry, the 

business plan, and so on. So management is an important consideration but it’s not the only consideration. 

As I often say, “I’d rather invest in good people with a bad idea than bad people with a good idea.” Of course 

the search is always for good people with a good idea. 

 

One of the things everyone looks for is honesty. Most people can tell when a person knows the answer to a 

question and when someone doesn’t know the answer but tries to give you an answer anyway. I see this all 

the time when politicians are interviewed on television. I really appreciate someone who says, "I'm not sure 

about that but I'll find out." Then I want to hear back from them when they have the answer. 

 

Closely related to this is to do your homework ahead of the interview. This enables you to detect whether 

the discussion makes sense relative to what you know about the company or the industry. If you watch 

Christiane Amanpour conduct an interview on BBC, you end up with the sense that she knows more about 

the subject than the expert chosen to discuss it and she is able to do it without being overbearing or self-

centred. The ideal is to let the interviewee know they have to be sharp, alert and at the top of their game. 

Again, that is the ideal – a strong interviewer and an equally competent interviewee. 

 

Another important consideration from my point of view is the way management presents its responses. I like 

to leave an interview excited by what has just transpired. I like management that is excited about the pro-

spects for their business and can communicate that enthusiasm and excitement in the way they describe 

their company and the potential they see. The ability to communicate is crucial. 

 

I've been doing this for a long time so after an interview I have confidence in the impression I am left with of 

management’s ability. On rare occasions, if I believe the business model for the company is strong enough, 

I will try to find out if management will be willing to step aside at the right time.  

 

But the bottom line is if I have doubts I pass and go on to something else. You don’t have to board every 

bus that comes along. 

 



The Cannabis Report Model Portfolio    
    

In an attempt to assist cannabis investors everywhere, Ted Ohashi has ini-

tiated a model portfolio that is available through Investors Hub. The portfolio 

was started and published on August 10, 2018 with $100,000. On March 1, 

2019, the value of the portfolio was $144,931. If you would like to follow The 

Cannabis Report Model Portfolio on a trade-by-trade basis, please follow 

this (Link) The portfolio is “managed” by Ted Ohashi, a former financial an-

alyst and mutual fund portfolio manager and the trading is “audited” by the 

publisher of The Cannabis Report that receives notification of trades and publishes the changes on their 

website to be read by the followers. The rules governing the model portfolio were published on iHub and are 

available by sending a request to thecannabisreportportfolion@gmail.com    

  

Marijuana Matters  

 
Last week I had the opportunity to speak with Chris Bunka, CEO and Director of Lexaria Bioscience Corp. 

(CSE: LXX) (OTCQX: LXRP), a company that has developed and out-licenses its proprietary technology 

(DehydraTECHTM) for improved taste, rapidity and delivery of bioactive compounds, including cannabinoids. 

LXRP provides a superior administration method by delivering hemp oil ingredients through a patented pro-

cess within food products, as well as cannabis oil ingredients through agreements with licensed partners. 

The technology also has potential applications with vitamins, non-steroidal anti-inflammatory drugs (NSAIDs) 

and nicotine. 

 

As a B2B enterprise, Lexaria is in licensing discussions or has existing agreements with companies in Can-

ada, the largest-market states in the U.S., and internationally. Lexaria also has an R&D partnership with the 

Canadian government's National Research Council to characterize molecular bond formation with LXRP’s 

unique technology. 

 

LXRP has a strong Intellectual Property portfolio.  As of 2017, the patent portfolio included 19 patent appli-

cations filed and pending in more than 40 countries around the world with more patent awards expected. 

 

Lexaria expects additional new patent awards both in the USA and internationally in 2017 and 2018. 

 

In January 2019, LXRP announced a partnership with Altria (NYSE: MO), the world’s largest tobacco com-

pany to fund research and development of DehydraTECHTM for oral nicotine applications. I started the inter-

view here. 

 

Ohashi: can we start with an update on the relationship with Altria? 

 

Bunka: as you might imagine, so far there has been a lot of work relating to project design and study design. 

We had some serendipity in that some of the work we have been doing with the National Research Council 

can be used with Altria. We have to make sure the science is acceptable to them but we think it is and if so 

that will be a plus for us. It really means that by coincidence we were working on the Altria project before we 

had concluded a deal with them. All this advance work necessary but that is pretty much behind us and we 
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are getting ready for our first big face-to-face meeting of around four of our people with around two dozen of 

their scientists and project managers. We’re looking at this as our strategic kickoff for the project. 

 

Ohashi: when you say kickoff, are you talking about Stage 1 or the whole project? 

 

Bunka: I suppose it’s Phase 1. But we don’t want to get too far ahead of ourselves. So we would like to 

complete Phase 1 and do the R&D necessary to justify moving on to Phase 2 and 3 before we jump ahead. 

So I think we are taking a very organized and professional approach to it. 

 

Ohashi: remind me again of how the money flow works. Is it by each Phase or by specific goals being met? 

 

Bunka: well it’s both but mostly by phase. Each phase has its objectives and questions to be answered. I 

guess the best way to say it is there is a timeline for each phase but it isn’t a hard and fixed date. So we 

want to stay close to the timeline but the project is results based so once the data is in, Altria has time to 

review it and assuming they are satisfied with they see, we move onto the next phase in the same way. 

 

Ohashi: is it your impression so far that Altria is taking your project seriously? Do you get the sense that this 

is important to them? A priority? 

 

Bunka: I can only give you my perspective on that but I think so. We have been on a lot of calls with them. 

We have the list of people from their side who will be attending what I refer to as our kickoff meeting. They 

have two dozen or more people that are involved. It’s not as if they have assigned a couple of people to 

stand around and watch what’s going on. So from my point of view, I would say they are taking this very 

seriously. I think it’s important to them. 

 

Ohashi: what’s going on with the rest of your business? 

 

Bunka: we are very busy. We moved into our new facility in Kelowna at end of January 2019. It’s not huge 

but the 3,000 sq. ft. we have now is three times the office space we had before. The new lab is built and the 

security protocols are in place but still being outfitted with equipment. I would say we’re about halfway 

through that process. I mean it’s hard for me to tell how much better this is going to be. As a back of the 

napkin illustration, if we were doing 20 formulations a year in our facility in Phoenix, we will have the capability 

to do 100 to 400 here. We are still waiting for the Health Canada license so we can do research and devel-

opment work with controlled substances such as cannabis but John has other things to work on until that 

comes through. (John Docherty is the President of LXRP and has primary responsibility for the science and 

technology while Chris Bunka is the CEO and handles the business matters including investment banking 

and capital markets relationships. I have watched them working together over the years and it is a relation-

ship that works extremely well.) 

 

Ohashi: so an R&D license will allow you to service your clients or potential clients… 

 

Bunka: that’s right. Our clients often come to us with questions like, “What if we add this flavoring” or “that 

sweetener.” Right now we have hope that John can get down to Phoenix in the next couple of weeks to get 

an answer. Now we will be able to do it Kelowna with a lab technician and we could have the answer in a 

day or two. We will also be doing formulation work for Altria here as well as for clinical studies, university 



studies and to pursue our own ideas. Incidentally, we just advertised for our first, full-time, in-house lab tech. 

It speeds everything up. 

 

Ohashi: didn’t you recently announce you were doing some work with nanotechnology? 

 

Bunka: for some time, we have been working with nanotechnology and DehydraTECHTM and we have made 

huge advances. Over a year ago, when we were doing beverage formulations, required 10 to 20 millilitres of 

fluid in order to infuse 10 milligrams of THC. Today we can infuse 10 milligrams of THC with less than one 

millilitre of fluid. So think about a can of Coke which is 300 or 350 millilitres, we need less than one of those 

millilitres to put our ten milligrams of THC in it. This really demonstrates the advancement of our technology 

to be used with consumer products having virtually zero impact on taste, clarity, and so on. 

 

Ohashi: does that advancement reflect the work you have been doing with nanotechnology? 

 

Bunka: with beverages it does. With other edibles, we can do it if the customer wants it. 

 

Ohashi: is this something that has been commercialized? I mean are you selling it? 

 

Bunka: I would say within the next 30 to 90 days, the answer to your question will be yes. 

 

Ohashi: is any of the nanotech work you’re doing proprietary? I always thought nanotech is old technology… 

 

Bunka: nanotech is not very well understood. Nanotech is more or less generic. I will send you a link where 

you can go on Amazon.com and buy nanotech equipment. I have seen sonication used with cannabis. You 

can go on Amazon.com and buy a sonication machine starting at the $2,000 level and up. So you take a 

beaker of fluid with, say, a cannabis extract in it and the machine uses sound waves to disturb (break up) 

the material in the fluid. The problem is there are long tails to the distribution curve which means if you have 

100 particles and sonicate them, you might get 65 particles that are the right size. You might have 20 that 

are too big and 15 that are too small. The workaround is to run it through again and after four or five passes 

you are at the 90% threshold that you need for a consumer product. But that’s not efficient. DehydraTECHTM 

will work with sonication but sonication is not efficient. We recommend microfluidization that gives you a 

distribution curve result of 90% or 95% in one pass. What do you do with the nano-sized particle? Big pharma 

takes the nano-molecule and encapsulates it with materials to deal with stomach acid, receptors, or whatever 

they need. But the cannabis industry isn’t doing that. In our case with a drug, let’s say THC, there is a 

molecular association with the long chain fatty acid and the nano-particle. So combining nanotech with De-

hydraTECHTM gives you the benefit of both smaller size and our technology. So we think nanotech and 

DehydraTECHTM gives you a major advantage and as the science advances, this will become better known. 

 

Conclusion: from an investment perspective, Lexaria Bioscience has two parts: the research arrangement 

with Altria and the rest of the operations. Here is how I see it coming down. In my opinion, the research and 

development agreement with Altria, the world’s largest tobacco company, is the most important from an 

upside point of view. Right now, I judge it to be a ‘win/can’t lose’ for LXX. The stock closed last week at $1.69 

per share. On January 14, 2019, the day before the Lexaria/Altria agreement was announced just over three 

months ago, LXX closed at $1.68 per share. In other words, there is almost nothing priced into LXX for 

a successful outcome to the agreement with Altria. Of course, if the agreement is not concluded and it 



breaks down somewhere along the way, the stock will drop. But at that point, I wouldn’t be overly worried. I 

think it will have every reason to recover to around current levels.  

 

But what if it is successful and Altria makes an offer for Lexaria Nicotine LLC? I have no difficulty in imagining 

an offer in the hundreds of millions of dollars and possibly more. Every $100 million is worth approximately 

$1.20 per share. In other words, $300 million would be worth over $3.50 per share. That makes LXX a three 

bagger from here over, say, two to two and one half years.  

 

Also remember the way management has structured their future, Altria is only buying the rights to use De-

hydraTECHTM for nicotine applications. The rights for vitamins, NSAIDs and cannabis can still be sold. Of 

these, the cannabis market is by far the smallest. 

 

I have used this chart several times in the past and the numbers could 

probably be updated although the relationships won’t have changed 

much. While cannabis is the fastest growing market but also the small-

est by a substantial margin. Vitamins are almost 4X as large, NSAIDs 

are some 7.5X as large and tobacco is nearly 100X as large. So even 

if Altria buys the nicotine rights to DehydraTECHTM at some point in the 

future, the rights for these other markets are still extremely valuable. 

There are also other potentially large markets. For example, Lexaria 

has applied for a U.S. patent utilizing DehydraTECHTM for the delivery of phosphodiesterase type 5 (PDE5) 

inhibitors which is probably more easily recognized by the product names ViagraTM (sildenafil) and CialisTM 

(tadalafil). Imagine the potential for a faster acting ViagraTM or CialisTM.  

 

I believe Lexaria warrants a position in portfolios because any downside is likely to be brief and limited while 

the upside is potentially enormous. This is the risk/reward ratio that every investor should take advantage of. 

 

Breaking & Corporate News   
 

We are watching the Canadian polling results very carefully ahead of the October 21, 2019 federal 

election. As I reported here in the February 22, 2019 letter, the Liberals are languishing and that has con-

tinued as the chart below shows. The latest standings reflected in the graph below show the Official Oppo-

sition Conservatives (in blue) have risen and taken over the lead with 35.6% of the popular vote, while the 

incumbent Liberals (in red) have fallen and are now ensconced in second place with 32.3% and the NDP (in 

orange) a distant third with 15.7%. The Liberal’s sagging fortunes have nothing to do with cannabis but have 

everything to do with how the Canadian cannabis industry might look from 2019 to 2023. The polling data is 

from the CBC that averages the results of the major polling done across Canada. 

 



As I explained in more detail 

in February, the Conserva-

tives ran on a platform that 

was almost fanatically anti-

cannabis and one term in 

opposition probably has not 

altered that culture. Alt-

hough the cannabis genie is 

out of the bottle and can’t be 

put back in, a Conservative 

government could certainly 

impede the progress of the 

domestic industry.  

 

For some time now, we have urged readers to focus portfolios on companies with non-Canadian operations. 

In The Cannabis Report Model Portfolio that I manage for Investor’s Hub, I have reduced Canadian based 

operators to 12.6% of the portfolio (Organigram and Canopy Growth) with no allowance for the fact that both 

of these companies have important operations and assets outside of Canada along with their significant 

major assets in Canada. The message at this point is if you are reading the Let’s Toke Business newsletter 

or following The Cannabis Report Model Portfolio and, for some reason, you haven’t acted on 1933 Indus-

tries (CSE: TGIF), Khiron Life Sciences (TSXV: KHRN), Lexaria Bioscience (CSE: LXX) (OTCQX: 

LXRP) or Sunniva (CSX: SNN), this is not a good time to procrastinate.  

 

Recently, Troy Dayton, Chief Executive Officer of The Arcview Group outlined the advantages Co-

lombia offers compared with Canada and the U.S. Arcview Group describes itself as the first and largest 

group of high net worth cannabis investors and is co-hosting the inaugural Latin American Cannabis Invest-

ment Summit in Bogota, Colombia. Specifically Dayton mentioned Canopy Growth, Aprhia, Khiron Life 

Sciences and PharmaCielo. 

 

The advantages listed include: 

1. Geographically, Colombia is positioned in a substantial regional export market, of around 600 million 

people or 650 million including the Colombian medicinal domestic market. Colombia has relatively easy 

access to North America about five to six hours away by air. 

2. Colombia is one of the most efficient and possibly cheapest places to grow some of the best cannabis in 

the world at a cost of around $0.05 per gram. 

3. Located on the equator, Colombia has 12 hours of sunlight and 12 hours of darkness - all year. This is a 

nearly ideal light cycle that will enable growers to harvest four or five crops a year. [By Ctrl+Click on the 

link Khiron is growing] you can see Khiron’s grow facility and note the absence of grow lights. 

4. Colombia has a sophisticated cultivation industry combining less costly land and experienced but less 

expensive labour. It is possibly one of the cheapest places to grow cannabis at around $.05 per gram. 

5. Colombia is already a top five exporter of coffee, cut flowers and bananas. It has an established network 

of distribution channels. 

 

Dayton concludes, “For investors and operators, Colombia makes an exciting proposition if you have an eye 

to the future for competitive, high-quality, high margin cannabis products.”  

https://youtu.be/ZF9v5v1y-RM


 

From my perspective, it is hard to see Canopy Growth (TSX: WEED) (NYSE: CGC) or Aphria (TSX: APHA) 

(NYSE: APHA) as plays on Colombia because the region is such a small part of their overall portfolios. 

Aphria, in my opinion, still has unanswered questions raised by Quintessential Capital Management and 

Hindenburg Research. Regarding PharmaCielo (TSXV: PCLO), I initially questioned management because 

of Anthony Wile, who was listed as President, CEO, Director and co-founder as recently as December 2018. 

Wile has had serious issues with the U.S. Securities and Exchange Commission. I am more comfortable 

now that he is gone but I still have concerns about their business plan of becoming a low cost producer and 

seller of cannabis. This is the path to becoming a farmer. To the extent they are moving off this position and 

attempting to enter consumer products, I believe they are far behind my favourite. 

 

Everyone knows my pick of the litter is Khiron (TSXV: KHRN) (OTCQB: KHRNF). They have the manage-

ment leadership in Alvaro Torres, CEO, in Colombia and Chris Naprawa, President, in Canada and a strong 

team mostly in Colombia but also in Canada, the U.S. and Mexico. I like the Khiron business plan that focuses 

on vertical integration using cannabis as an input for higher margin consumer products. Khiron also pro-

gresses its business plan at a steady pace. Every few weeks or a month, they announce a significant step 

forward in their business. From an investment point of view, there is also value. At a market cap of around 

$350 million, I think KHRN offers exceptional value relative to its comparables. 

 

I first talked about carfentanyl or carfentanil, also known as W-18 or 4-carbomethoxyfentaly, here in 

July 2014. By July 2016 I had seen enough to conclude, “In a year or two we’ll be talking about W-

18….” Well here we are talking about it. Fentanyl was first created as an elephant tranquilizer that is 100 

times more toxic than other opioids such as heroin and morphine. But once I heard about carfentanyl also 

known as Wildnil or W-18 that is 100 times more toxic than fentanyl or 10,000 times more toxic than heroin. 

The only conclusion that made sense is we were looking at the future.  

 

Why do we need something that is 100 – 10,000 more toxic than heroin? These drugs are used to treat 

persons with chronic pain. Where the dosages are measured with scientific equipment, it can be safe and 

useful. But the illegal drug industry soon caught wind of these chemicals and street drug dealers started 

adding fentanyl to their drugs. The intention is the fentanyl will give the addict a stronger “kick” at less cost 

than the base drug and the addict will become a loyal customer. Unfortunately the drug dealer has to pur-

chase his drugs and fentanyl separately and create the dosage without the benefit of precision scientific 

equipment. 

 

A recent coroner’s report states than in 2018, fentanyl was detected in 87% of overdose deaths in B.C. But 

even more ominous is that of the 90 overdose deaths in January 2019, over a dozen contained carfentanyl. 

Of the total who overdosed, 76% were between ages 30 and 59 and 83% were male. 

 

Here is what I am concerned about. If drug dealers are causing so many overdoses trying to cut fentanyl, 

imagine how many more people that will lose their lives based on a drug dealer’s ability to work with some-

thing that is 100 times more toxic? In January 2019, around three persons a day died from overdoses in 

B.C. and over 2.5 people a day from fentanyl. If carfentanyl comes into wider use, more people will die.  

 

 



Applications Watch    
   

Four new Licensed Producers this week: Bold Growth in Saskatchewan for cultivation, Great White North 

Growers in Quebec for cultivation, sale and processing, GreenLife in Ontario for cultivation, sale and pro-

cessing and Spot Therapeutics in New Brunswick for cultivation. There are 163 Licensed Producers and over 

40 public companies that are LPs or own an interest in one or more LPs. Licensed producers by province 

are Ontario (77 or 47%), British Columbia (37 or 23%), Quebec (14 or 9%), Alberta (11 or 7%), Nova Scotia 

(6 or 4%), Saskatchewan (5 or 3%), New Brunswick (4 or 2%), Manitoba (2 or 1%), Prince Edward Island (2 

or 1%) and Newfoundland and Labrador (1 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)   

  

https://www.canada.ca/en/health-canada/services/drugs-medication/cannabis/industry-licensees-applicants/licensed-cultivators-processors-sellers.html


Khiron Life Sciences Is The Real Deal   

   

Summary   

The Hindenburg/QCM Aphria (TSX: APHA) report cast doubt on their people and properties in Jamaica and 

Latin America. Consequently, investors began to doubt the management and operations of Khiron (TSXV: 

KHRN).   

I discuss Khiron's management and properties. I've met many of their key people at the head office and I 

have visited the cannabis grow property. Khiron is the "Real Deal.".   

The short seller's attack exacerbated an already declining cannabis stock market as Aphria crashed, the 

market sold down and investors sold  KHRN in sympathy.   

If only 10% of the Hindenburg/QCM claims are correct, I think APHA faces a long and difficult road back. If 

the allegations prove substantially accurate, APHA could be in serious trouble.   

KHRN faces no such issues. In fact, 2018 should be an outstanding year as the ILANS acquisition is expected 

to add at least $10 million to revenue, sales of cosmeceutical branded 'Kuida' have commenced and sales 

of medical cannabis will begin. With a market cap of under $100 million, the APHA crash has created a KHRN 

opportunity offering outstanding prospective returns to investors.   

I guess you have to conclude that this is a “Missouri Market,” that is, a show me stock market. The controversy 

surrounding Aphria and their investments in Latin America as described in a Seeking Alpha publication by 

Hindenburg Research titled “Aphria – A Shell Game with a Cannabis Business on the Side” (read full report 

here) and a presentation by Gabriel Grego of Quintessential Capital Management (QCM) at a short seller’s 

conference on December 3, 2018, (see presentation here) have resulted in investors questioning the nature 

and value of Khiron’s assets in Colombia.   

Well, I’ve been there and seen that and I can tell you Khiron (TSXV: KHRN) management and assets are 

nothing like what has been represented about Aphria’s LATAM management and assets in the Hindenburg 

and Quintessential reports. In fact, I don’t think Khiron was mentioned once in those stories and if they had 

been, there would have had nothing negative to report.   

I was last there in October 2018 at which time I vis-

ited their offices located in Bogota. First, there is 

security you need to pass to enter the lobby of their 

office building. There are security people that check 

your credentials before you can pass through the 

turnstiles into the lobby. Paola Ricardo of Khiron 

cleared me into the lobby, but the security people   

still checked my passport. Paola took me up to Khiron’s offices in the secure elevator. These pictures are  

more recent.   

   

KHRN’s office is as modern and more secure than most you would find in a major city in North America. The 

offices are laid out in open configuration to encourage communication among employees. I was impressed 

by the fact that founder and CEO Alvaro Torres' of-

fice was with everyone else in the open layout. 

There is a  boardroom for meetings, bathrooms, a 

lunchroom for everyone, a few smaller enclosed of-

fices for smaller groups to meet privately and even 

https://seekingalpha.com/article/4225817-aphria-shell-game-cannabis-business-side
https://seekingalpha.com/article/4225817-aphria-shell-game-cannabis-business-side
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https://www.youtube.com/watch?fbclid=IwAR1m-DOtWKG4WlejnRYtnPh5W9glkY1rHrSbxNPK0ESov6Bq0K7tkKYyq20&time_continue=177&v=LFtUxderXdo&app=desktop
https://www.youtube.com/watch?fbclid=IwAR1m-DOtWKG4WlejnRYtnPh5W9glkY1rHrSbxNPK0ESov6Bq0K7tkKYyq20&time_continue=177&v=LFtUxderXdo&app=desktop
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https://www.youtube.com/watch?fbclid=IwAR1m-DOtWKG4WlejnRYtnPh5W9glkY1rHrSbxNPK0ESov6Bq0K7tkKYyq20&time_continue=177&v=LFtUxderXdo&app=desktop


one tiny room if you need to have a private telephone conversation. There were around two dozen employees 

at work that day, some of whom I met on an earlier visit.   

   

The purpose of this trip was twofold. First, a visit to the offices of the Latin American Institute of Neurology 

and the Nervous System (ILANS), one of the fastest growing and largest health service 

provider networks in Colombia and Latin America.The ILANS network represents an esti-

mated 100,000 patients that had audited 2017 sales of approximately $10.5 million and 

EBITDA of $1.8 million. We visited the main ILANS clinic in Bogota, saw staff and patients 

in the offices and waiting room and had a short presentation by Dr. Jairo Espinoza, neuro-

surgeon and founder of ILANS. Dr. Espinoza described how ILANS fits into KHRN’s mar-  

keting plans and everyone was impressed with his expectation for ILANS growth in 2018 and beyond. Khiron  

has since concluded a definitive agreement for the acquisition of ILANS.   

   

Second, I attended and visited the Khiron booth at the XVII Feria de Belleza y Salud 

which introduced their Kuida line of CBD infused cosmeceuticals. This is the largest 

health and beauty conference in Colombia attracting more than 55,000 attendees to dis-

cover new products and the latest trends in the industry. There was consistent traffic flow 

through the booth. I was also invited to the launch party held at a major hotel in Bogota 

attended by several hundred interested cosmetics industry people, some of whom I met 

and talked to in a cocktail party setting. The Kuida project is the responsibility  

of Andrés Galofre, Vice President of Commercial.   

   

On a previous trip, I visited their grow facility that 

was at an earlier stage of construction. KHRN has 

an outstanding property with natural security and 

ample room for expansion which they have taken 

advantage of since.    

   

On my most recent visit, I met with founder and CEO Alvaro Torres for around an hour as he went through 

in detail what has been done and still needed to be done at the property. The photographs above show the 

construction at a recent date.   

   

Finally, I would like to say, “If you don’t believe me….”   

Vincente Fox, former President of Mexico and head of Coca-Cola’s Latin American opera-

tions before that chose to join Khiron’s board of directors and as recently as this week was 

on BNN representing the company. Would Fox choose to join a ramshackle business as 

depicted in the Hindenburg Report? No, he would not.   

   

   

I have met and spoken with Matt Murphy, Vice President of Compliance who spent 25 

years as a Career Special Agent with the U.S. Drug Enforcement Agency. Matt has been 

interviewed on 60 Minutes as an expert on drug law enforcement. Would Matt join a busi-

ness described in the Hindenburg report? No, he would not.   

   



   

Juan Diego Alvarez is Khiron’s Chief Regulatory Officer, who is the recognized cannabis 

regulatory expert in Colombia and Latin America and a Professor of Law at the University 

of Los Andes. Would he? No, he would not.   

   

   

   

   

   

   

   

Chris Naprawa is the President of Khiron and has extensive investment banking experi-

ence. He was Partner at Sprott Capital Partners, a senior position with one of  

Canada’s most prestigious resource investment banking companies. Same question; same 

answer.   

   

   

   

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. 

Mr. Torres was previously head of business development for SNC-Lavalin, Colombia. 

This high caliber team of executives chose Khiron because it is not a LATAM company 

described by Hindenburg.   

   

Conclusion: it seems clear Khiron’s stock price has suffered from the doubt created by the alleged descrip-

tions of Aphria’s Latin American operations in the Hindenburg report. Clearly, KHRN's offices, operations and 

management team are significant and real. It is unfortunate that the cannabis group stock correction currently 

driven by the Hindenburg/QCM report has also negatively impacted KHRN. But if you believe in Khiron and 

its people, then you have to conclude the oversold position of the stock represents a major buying oppor-

tunity.   

   

Disclosure: The author owns warrants to buy 150,000 common shares of the Company.   

  

 The Cannabis Report Model Portfolio 
February 18 2019 

 

Highlights: 

 

 The Model Portfolio had a very strong week rising 11.3% to close at another all-time high of 

$140,367.75. The value was bolstered by strong performances by Khiron Life Sciences (TSXV: KHRN) 

and 1933 Industries (CSE: TGIF). It is worth noting that in a week when there are as many declining 

cannabis stocks as advancing stocks in the Let’s Toke Business Marijuana Composite Index, every 

stock in the portfolio added value last week. 



 There were a number of positive news reports representing a positive impact on holdings in the portfolio, 

including a $25 million bought deal equity financing for KHRN lead by Canaccord and the Bank of Mon-

treal; an announcement from TGIF that sales of its CBD health and wellness products have been ex-

panded into 46 states, better than expected sales reported by Canopy Growth (NYSE: CGC) (TSE: 

WEED) and guidance from Sunniva (CSE: SNN) that sales of branded products in 2019 should be in the 

range of USD $55 to $60 million.   

 The portfolio results continue to confirm that The Cannabis Report Model Portfolio is a great tool to help 

investors manage their cannabis assets. 

Here is a chart of the Cannabis Report Model Portfolio since inception. I believe there is still time to add 

cannabis stocks to your investment program but time is running out. So if you’re new to the Model Portfolio, 

start taking advantage of its guidance now. 

The chart shows an annualized rate of return of 77.8% since inception. The current value is $140,367.75 

compared to the value at inception of $100,000 on August 10, 2018. 

 

 I have not completed my assessment of a new investment for the portfolio. In the meantime, I am look-

ing at a couple of areas in which the portfolio should be rebalanced. Of course, as a reader asked re-

cently, “Why do we need another recommendation? Let’s stick with the ones we have.”  

In Review:  

For the week ended January 18, 2019: 

The Cannabis Report Model Portfolio    +11.3% 

Let’s Toke Business Marijuana Composite Index  +  0.3% 

S&P/TSX Composite      +  1.3% 

Dow Jones Industrial Average     +  3.1% 

Since inception on August 10, 2018: 



The Cannabis Report Model Portfolio    + 40.4% 

Let’s Toke Business Marijuana Composite Index  -    4.3% 

S&P/TSX Composite      -     3.0% 

Dow Jones Industrial Average     +     2.3% 

 Khiron (TSXV: KHRN) was the largest position in the portfolio at 30.6%. KHRN is being recognized as 

the leader in the Latin and South American markets. The holding in KHRN has grown to almost one-third 

of the portfolio and it is now a triple in the portfolio. At this point I am looking at rebalancing this and one 

or two other holdings in the portfolio. The second largest holding is Sunniva (CSE: SNN) at 15.6%. 

 The smallest position at the end of the week was Canopy Growth (TSX: WEED) at 6.7% followed by Or-

ganigram (TSXV: OGI) at 11.4%. 

 The top performers in a modestly positive week for cannabis stocks in general were KHRN +18.7% fol-

lowed by TGIF with a gain of +13.6%. As reported last week, I was considering adding to the holding of 

TGIF but I waffled and the stock moved higher. Experience has taught me when this happens, don’t give 

up. The company announced last week that its branded line of consumer products will be distributed into 

46 states in the United States. When you combine this with the expansion coming on stream midyear, it 

paints an exciting picture for TGIF. 

 The two stocks that most lagged the portfolio were WEED with a gain of +3.0% and Lexaria (CSE: LXX) 

with a gain of +9.6%. We should be so fortunate to have such a strong performance from the bottom end 

of our portfolio every week. 

 The cash position stood at $17,104.61 or 12.2% of the portfolio. With the portfolio rising in value and the 

amount of cash staying the same, it has declined as a percentage of the portfolio to the lowest level I am 

comfortable with at this stage. I have discussed some rebalancing plans in the next few weeks plus the 

possibility that I might add a new position. But I will not allow the cash as a percentage of the portfolio 

fall below this general level. 

 The holdings most above acquisition cost are KHRN +203.6%. KHRN is now officially a triple for the 

portfolio and still has lots of room on the upside still, in my opinion. Weed is in second place at +68.1%. 

 The two positions in the portfolio trading most below cost are LXX -13.3% and SNN -3.4%. Both stocks 

have come back well in 2019. LXX announced a research deal with Altria, maker of the well-known 

brand Marlboro and the largest tobacco company in the world and this past week SNN said it anticipates 

$50 to $60 million in sales from Sunniva branded products in California. Although it’s not a significant 

issue, I believe both of these companies will be above cost in short order.  

Here is a look at the portfolio: 



 

Here is a rundown on the holdings in the portfolio: 

 1933 Industries (CSE: TGIF): TGIF has three distinct operations. First, a 91% owned subsidiary, Alter-

native Medicine Association (AMA) owns and operates a licensed medical and adult use marijuana culti-

vation and production facility in Las Vegas, Nevada and produces its own line of cannabis-based ex-

tracts. In fiscal 2018, AMA contributed 65% of revenue. Second, Infused MFG is also a 91% owned sub-

sidiary based in Nevada. Infused MFG provides legal hemp-derived and cannabidiol (or CBD) products. 

Infused and the Canna Hemp brand have shown strong growth and success in Nevada, California and 

Colorado. After the passage of the Farm Bill, Infused MFG announced plans to begin processing hemp into 

CBD extracts for the production of an array of oils and other products. CBD production by Infused from hemp is 

expected to increase tenfold. The farm bill was a major benefit to 1933. Infused MFG contributed 34% of first 

quarter revenue. Third, Spire Global Consulting is a consulting company that provides services related to 

security, intelligence and due diligence. Spire Global contributed the balance of 2018 revenue. Recently 

TGIF announced it has accelerating sales of Infused MFG hemp/CBD wellness products into 46 states 

through 600 stores of which 250 are in California, Nevada, Arizona and Colorado. When combined with 

the news of their expansion that will free up space for Infused MFG and the strategic supply alliances it 

has made to secure hemp, I think there will be a significant increase in sales in the foreseeable future 

starting in the second half of 2019. The new facilities will result in about a tenfold increase in cultivation 

and production of cannabis. If this is correct, now is the time to buy the stock. 

 Canopy Growth (NYSE: CGC) (TSX: WEED): is a core holding in our portfolio. It is the largest Cana-

dian cannabis company by market cap and offers a full portfolio of operations in both domestic and inter-

national markets. The company just reported a 282% increase in third quarter sales that includes reve-

nues of recreational cannabis into the Canadian market. The bottom line results were down as a result 

of non-operating costs. It is worth noting the company reported it still has approximately $5 million in 

cash from the Constellation investment. The shares have snapped back strongly of late and I missed an 

opportunity to buy when the stock was down, however, I will keep looking for a short term opportunity to 

add to the position. 

Company Stock Symbol  #  Shares Cost M arket Portfo lio Portfo lio Allocation % Chg for % Chg Since

2/8/2019 2/15/2019 $CAN $US @ $1.3270 $CAN/$US Week Inception

1933 Industries CSE: TGIF 32,000             0.39$                0.50$                16,000.00$       12,057.27$               11.4% 13.6% 28.21%

Canopy Growth TSX: WEED 150                    37.37$             62.81$              9,421.50$         7,099.85$                6.7% 3.0% 68.08%

Khiron Life Sci TSXV: KHRN 14,100               1.00$                 3.05$                43,005.00$      32,407.69$              30.6% 18.7% 203.62%

Lexaria Bio CSE: LXX 8,750               2.25$                1.95$                 17,062.50$       12,857.95$               12.2% 9.6% -13.33%

Organigram TSXV: OGI 2,100                4.86$                7.59$                15,939.00$       12,011.30$                 11.4% 10.6% 56.23%

Sunniva CSE: SNN 4250 5.33$                5.14$                 21,845.00$       16,461.94$                15.6% 11.5% -3.55%

Cash 17,104.61$         12,889.68$               12.2%

Portfo lio 140,367.75$    105,785.69$            100.0% 11.3%

Performance This Week From Inception

Portfo lio 11.3% 40.4%

LTB M arijuana Composite Index 0.3% -4.3%

S&P/TSX Composite Index 1.3% -3.0%

Dow Jones Industrial Average 3.1% 2.3%

https://www.google.ca/search?q=stock+quote%2C+1933+industries&rlz=1C1NHXL_enCA758CA758&oq=stock+quote%2C+1933+industries&aqs=chrome..69i57.7557j0j7&sourceid=chrome&ie=UTF-8
https://finance.yahoo.com/quote/CGC/
https://web.tmxmoney.com/quote.php?qm_symbol=WEED&locale=EN


 Khiron Life Sciences (TSXV: KHRN): is a vertically diversified cannabis company in Colombia, South 

America. I think 2019 will be the year that KHRN begins to produce strong revenues from initial harvests 

at their Colombian grow facility, ILANS will generate approximately $12 million in revenue and sales of 

the Kuida® line of CBD cosmeceuticals in Colombia and starting in Mexico, Peru and additional Latin 

American markets. KHRN is in a strong financial position. Recently, KHRN announced it has signed a 

binding Letter of Intent to acquire 100% of NettaGrowth International which paves the way for entry into 

Uruguay and Southern Brazil and possibly the European Union. The company also recently announced 

a Joint Venture agreement with Dixie Brands (CSE: DIXI) under which KHRN will market DIXI’s exten-

sive line of cannabis infused products in Latin America and DIXI will market KHRN’s Kuida® line of well-

ness products to the Spanish population in the United States. Finally, KHRN announced a bought deal 

equity financing lead by Canaccord Genuity and BMO Capital Markets as co-lead underwriters. BMO is 

a division of the Bank of Montreal, one of Canada’s big five chartered banks. This issue was increased 

to over $25 million as a result of strong demand. All of this augers well for the outlook for the stock. 

KHRN is becoming recognized as the leader in the cannabis industry in South and Latin America. The 

stock has now officially tripled in value for the portfolio what makes it the star holding for us. We think it 

will continue to one of the leaders in our portfolio. 

 Lexaria Bioscience (CSE: LXX) (OTCQX: LXRP): their DehyrdraTECHTM technology provides greatly 

improved bioavailability of cannabis, vitamins, certain pain killers and nicotine. LXX is building an un-

matched base of rigorous scientific evidence backed up by a portfolio of patents to protect the technol-

ogy. Recently, LXRP announced plans for ChrgD+, a product that incorporates multi-spectrum hemp oil 

processed using the patented DehydraTECHTM technology that allows effective delivery of hemp oil into 

any existing beverage, hot or cold. I believe this will be disruptive to the direction of the cannabis infused 

beverage industry. Rather than offering a specific cannabis beverage, ChrgD+ will give the consumer 

the option of introducing cannabis into the drink of their choice once it is legal. Final tweaks to the prod-

uct should be completed by the end of this year and a commercial product ready by the early months of 

2019. LXX is the kind of company where we will wake up one morning and find they have concluded a 

massive licensing contract with a major. It was Tuesday morning we woke up to news that LXRP had 

made a research and development deal with Altria (NYSE: MO), the world’s largest tobacco company. In 

a nutshell, LXRP sold the right for Altria to buy the rights for the DehydraTECHTM technology for use with 

nicotine. Like American comedian Rodney Dangerfield, Lexaria “…don’t get no respect.” But it will. 

 Organigram (TSXV: OGI): has been a long-term favourite of mine among the Licensed Producer 

names. In a recent conversation with management we discussed the fact that they are one of the lowest 

cost Canadian producers at under $1.00 per gram. In addition, they have funded an aggressive interna-

tional growth plan that should establish them in markets around the world. Because the stock is compar-

atively undervalued, OGI is a name that always comes up when takeover targets are mentioned. The 

recent move by Altria to bypass Aurora and Aphria and invest in Cronos brings into play the next tier of 

Canadian licensed producers as acquisition targets especially after the strong financial report for the first 

quarter of 2019. I believe OGI offers an attractive combination of revenue and low cost cannabis produc-

tion with international expansion potential and the prospect of being an acquisition target. OGI has been 

volatile of late but I believe holding the stock through its ups and downs is the correct approach. 

 Sunniva (CSE: SNN) (USOTC: SNNVF): a potential leader in the California market with excellent pro-

spects in Canada as well. SNN is a great 2019 story that is extremely depressed because the timing of 

https://web.tmxmoney.com/quote.php?qm_symbol=KHRN
https://web.tmxmoney.com/quote.php?qm_symbol=LXX:CNX
https://web.tmxmoney.com/quote.php?qm_symbol=LXRP:US
https://web.tmxmoney.com/quote.php?qm_symbol=OGI
https://web.tmxmoney.com/quote.php?qm_symbol=SNN:CNX
https://www.nasdaq.com/symbol/snnvf


some 2018 milestones were pushed ahead into 2019. But with U.S. revenues about to surge as initial 

crops are harvested from its U.S. grow facility as well as its oil extraction facility, the company awaiting a 

strategic plan ahead for its Canadian operations that I think will see a somewhat scaled back operation 

that will produce revenue and positive EBITDA sooner. In addition there is the planned spinout of the 

Canadian assets to existing shareholders that we should gain clarity of in the early new year. In the 

meantime, management just provided guidance for the 2019 outlook by announcing they just received a 

USD $4 million purchase order for branded products that increases the total to USD $11.5 million for de-

livery in the first four months of 2019. The guidance is that sales of branded products are expected to fall 

in the range of USD $55 to $60 million in 2019. This is significantly above expectations and given that 

the California campus will begin supplying products as we move into the second half, the SNN story is 

beginning to unfold. Although it has been a rocky start for SNN as a recommendation, we said earlier 

that expectations have been pushed forward into 2019 and now those expectations are starting to be 

realized. So the question to ask is still if you found SNN today for the first time, would you buy it? I would 

be all over it. 

 Cash at 12.2%. This should be the low point for our cash position as a percentage of the portfolio. I am 

looking at some trades in the near future that will trim some of the larger holdings and add to some 

smaller positions and I am still looking at adding a new position as well. Stay tuned. 

Where We Are In The Cannabis Stock Market Cycle - An Update   

   

Summary   

In February, I outlined where we were in the cannabis stock market cycle. I said we were transitioning from 

the Dynamic Phase to the Trading Phase of the Bull Market.   

Clearly, we are in the Trading Phase, and we are closer to the Bear Market. I explain why I think we are still 

in the bullish phase.   

Constellation/Canopy II triggered a strong rally, but nothing like version one. We currently sit near the end of 

a sharp correction, and the market needs another "event."   

We think that such an event is on the horizon, with President Trump acting on his own or another investment 

by a major into a leading cannabis company.   

As a result, an update of the stocks I follow show many of them offer a trading opportunity from current levels.   

Summary   

In February 2018, I observed the cannabis stocks were transitioning from the first stage of the bull market to 

the second stage. I said investors should adjust their portfolio strategy.   

I explained my view that the stock market and cannabis stock market cycle can be separated into three 

stages:   

1. The first is the bull market dynamic phase, which is an uptrend with few corrections.   

2. The second stage is the trading phase during which prices still rise but at a slower overall rate of gain and 

increased volatility.   

3. The third stage is the bear market that is a downtrend with few rallies of any size. Bear markets are shorter 

than bull markets and do not give back all of the previous bull market gains.   

Today, I think it is clear that we are in stage two, and we may be transitioning into stage three or the Bear 

market. I realize the "B" word might strike fear into the heart of investors, but don't let it happen. This is 

nothing more than another transition that implies a different set of policies that should guide your investment 

strategy.   



Let's quickly review and update the market cycle and the three stages I define. The Market 

Cycle   

   
The entire market cycle is divided into three parts. The first is the bull market defined as a time when stock 

prices are generally rising. The bull market is further separated into two sections: the Dynamic Phase and 

the Trading Phase. The final stage is the bear market, which is an extended period of price declines. Here 

are some points to remember:   

1. The bull market lasts three to four times longer than the bear market. That is why successful portfolio 

managers tend to be optimists. Since the market is rising most of the time, being positive means you 

will be right most of the time.   

2. Although bear markets don't last as long, the rate of price decline is more rapid, and for investors, the 

experience is more frightening.   

3. Third, the bear market typically does not surrender all the gains made in the preceding bull market. 

That is why long-term charts of the Dow Jones Industrial Average and other market indexes rise over 

time. The long-term return on common stocks in the U.S. and Canada has been around 9%+ per 

annum assuming reinvested dividends.   

4. Also, it is worth noting that although I am using one standard model for a market cycle, each one is 

unique. The length and the rate of change will be different from cycle to cycle.   

   
   

The next chart illustrates the trends in each phase:   

1. In the Dynamic Phase of the bull market, the rate of return is the highest. This is the phase where buy 

and hold works best.   

2. During the Trading Phase, the corrections become larger and more frequent, but the returns remain 

positive. In the Trading Phase, the opportunities for higher profit from trading exist. As I said in the 

original report, during the Trading Phase, more new issues are brought to market. This is the stage at 

which many new companies are underwritten as the investor appetite for speculative stocks is higher.   



3. The bear market decline is often steeper and shorter. However, as I said in my first report, this is the 

stage at which investors feel the greatest stress. As behavioral science has established in recent 

years, "loss aversion" means for most people, it is better not to lose $1 than to make a $1. Some 

studies show that you need a profit of $2 to offset the psychological effect of a $1 loss.   

   
A key message is the roll-over to the next phase is not instantaneous. In fact, in a way, the Trading Phase is 

the transition from a Dynamic Phase to a Bear Market. So if we consider we are currently about to roll over 

from the Dynamic Phase to the Bear Market, the actual Bear Market could still be a year off. Of course, it 

could come sooner than that.   

   
The characteristics of each phase dictate how you should manage your investments.   

1. In the Dynamic Phase, prices are predominantly upwards. When corrections or setbacks occur, they 

tend to be relatively brief, and the declines are small. For larger markets such as the New York Stock 

Exchange and the Toronto Stock Exchange, corrections on the major indexes will not often go over 

5%, and they need to approach 10% before anyone worries. In the more volatile cannabis sector, this 

is likely more like 10% and 20%, respectively. This is the time to buy as much as you can and hold on. 

For now, that time has passed.   

2. In the Trading Phase, corrections in the overall markets will frequently exceed 10%, and for cannabis 

stocks, that should translate into 20% or more. The markets are more volatile and corrections more 

frequent. For portfolios, it is a time to take some profits on strength and nibble at stocks on weakness. 

If you buy less and sell more, you will build cash over time. Readers will probably recognize these 

features in the cannabis stock market over the previous nine months and hopefully you have accumu-

lated some cash.   

3. Bear markets using a rule of thumb definition for the major markets is a decline in the leading indexes 

of over 20%. Cannabis stocks are considerably more volatile, so the decline might be 40% to 50% 

during a bear market.   



   
In February 2018, I reported that we were in the transition from the Dynamic Phase to the Trading Phase 

(oval to the left). Now I think we are in transition from the Trading Phase to the Bear Market. Note that I am 

still not trying to forecast the market. So I use a large oval instead of a small dot to identify where we are. 

However, I am willing to go so far as to say I think we are still in the cannabis bull market and the trend over 

the short term will be positive. However, the cannabis group has experienced some sharp fluctuations and 

so we have to adjust.   

On Seeking Alpha eight months ago, I suggested readers build some cash in portfolios. If you follow me on 

The Cannabis Report Model Portfolio, you will see I have 25%+ cash. Given the recent drop in cannabis 

stocks, which I think is still volatility on the downside in the Trading Market, I am looking at a couple of new 

stocks that have come down a lot in price that will be very attractive at current levels. If I buy a couple of new 

names and reduce my cash to 10% to 15% in the short run, the plan will be to raise the cash to around 35% 

in the next rally.   

What's Next?   

We are close to the bottom of a sharp correction in the cannabis stocks. Since the middle of October, the 

Marijuana North American Index is down 29%, the Canadian Cannabis Composite Index is down 29% and 

the New Cannabis Ventures Global Cannabis Stock Index is down 26%. By our definition, this qualifies as a 

correction in the Trading Phase of the cannabis stock market cycle.   

Could this turn into the Bear Market? It's possible. The fact of the matter is the cannabis stocks need an 

"event" to spur a recovery. We think the odds favor such an event. There have been many rumors of another 

major outside-the-industry investment into one of the leading cannabis stocks such as Aurora Cannabis 

(NYSE:ACB) or Aphria (NYSE:APHA). Finally, it is rumored that President Trump will propose a new policy 

toward cannabis that will make medical cannabis legal in the U.S. and allow states to determine local policies 

on recreational marijuana. So there is a reasonable likelihood of a positive event in the next six months.   

Although the odds favor a positive event, in my view, there are a couple of potential clouds on the horizon. 

These are longer-term issues.   

Although the next Canadian federal election is still a year away (October 21, 2019), the pro-cannabis Liberal 

Government has fallen behind the anti-cannabis Conservatives in the latest polls. Although it is almost in-

conceivable that it has happened, Prime Minister Justin Trudeau has frittered away a massive amount of 

political goodwill, and it is possible he could lose the next election. When I asked Vic Neufeld, Chief Executive 

Offer of Aphria, what would happen if the Conservatives win the next election, he provided an opinion with 

which I agree. Neufeld said:   

1. The Liberal Prime Minister has behaved in a way that could explain the poll result. But his actions and 

the polls could change in a year.   

2. In any case, Neufeld said he did not believe a Conservative government will revoke legalization. Sub-

sequently, Andrew Scheer, the leader of the opposition, said in an unconvincing manner that a Con-

servative government will not make cannabis illegal again.   

https://seekingalpha.com/symbol/ACB
https://seekingalpha.com/symbol/ACB
https://seekingalpha.com/symbol/ACB
https://seekingalpha.com/symbol/APHA
https://seekingalpha.com/symbol/APHA
https://seekingalpha.com/symbol/APHA
https://seekingalpha.com/symbol/APHA


In my opinion, if the Conservatives maintain or increase their lead in the polls as we move toward Canada's 

next federal election, that will be reflected negatively in the cannabis stocks. If the Conservatives are elected, 

investors will not wait around to find out what the new government will do. They will probably sell in the days 

immediately leading up to and following the election. This could be a bear market triggering event.   

Another issue in my mind is the potential for a scandal to hit the cannabis group. Given the massive amount 

of capital that has been raised and spent by cannabis companies, the potential certainly exists. As I talk to 

people in the industry, the number of rumors floating around out there reminds me that where there's smoke, 

there is fire, and the more smoke there is, the more likely there is a fire. Obviously, a scandal will upset the 

fragile optimism of investors and send the market lower.   

Recommended Company Updates   

This report is a follow-up to my original Seeking Alpha article Where are We In the Cannabis Stock Market 

Cycle published in February 2018.   

1. Back then I concluded we were transitioning from the Dynamic Phase to the Trading Phase of the 

cannabis stock market cycle. For the past eight months, we have seen the characteristics of the Trad-

ing Phase that I described: greater volatility and a lower rate of return. I think it is fair to conclude we 

are now firmly entrenched in the Trading Phase of the cycle.   

2. Looking at the cannabis stocks today, I think we are still in the Trading Phase but also transitioning 

into the Bear Market. I see several factors that could trigger the next rally in the Trading Phase includ-

ing a unilateral move by President Trump to legalize medical marijuana in the new year or another 

investment into a Canadian major Licensed Producer by big pharma, alcohol or non-alcoholic bever-

age company or tobacco.   

3. Looking further ahead toward the end of 2019, I can also see events that could trigger a Bear Market 

Phase. The most serious is the possibility that the Canadian Federal Liberal Party could lose the next 

election to the staunchly anti-cannabis Conservative government that has actually moved ahead in the 

latest poll. The other factor I can foresee is a major scandal which almost seems inevitable given the 

billions of dollars that have been raised and is being spent in the industry.   

4. Between now and then, whenever that may be, portfolios should continue to raise cash. I advised this 

in the February report, but it wouldn't surprise me if many investors haven't raised cash yet. Well, it's 

not too late. As we move ahead, take advantage of any price rallies to take some profits to hold as 

cash. In the Cannabis Report Model Portfolio that I run, I have followed my own advice and have 

around 27% in cash.   

5. As the market has corrected recently, I will use some cash to add to stocks that have dropped in price. 

In the next rally, I will take some profits and expect to end up with 30%+ in cash. I will continue forward 

buying on dips and selling on bounces until by next fall, the cash position should approach a defensive 

50% or so.   

Here is an update on the stocks I have been covering here on Seeking Alpha:   

https://seekingalpha.com/article/4145991-cannabis-stock-market-cycle
https://seekingalpha.com/article/4145991-cannabis-stock-market-cycle
https://seekingalpha.com/article/4145991-cannabis-stock-market-cycle
https://seekingalpha.com/article/4145991-cannabis-stock-market-cycle
https://seekingalpha.com/article/4145991-cannabis-stock-market-cycle
https://seekingalpha.com/article/4145991-cannabis-stock-market-cycle
https://seekingalpha.com/article/4145991-cannabis-stock-market-cycle
https://seekingalpha.com/article/4145991-cannabis-stock-market-cycle
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Ascent Industries (OTC:PGTMF) [CSE:ASNT] is licensed to produce cannabis and extracts and has applied 

for a controlled drugs license. In the U.S., ASNT is licensed for production, processing and wholesale distri-

bution of cannabis in Oregon and Nevada. Operations currently include facilities in these areas. I have fa-

vored ASNT since it went public in August 2018. However, I held off writing it up on Seeking Alpha because 

the shares shot up in price. Recently, ASNT reported a problem of a record-keeping nature in a recent in-

spection by Health Canada that has suspended certain of its licenses. The situation is expected to be rectified 

shortly. At that time I plan to make a more complete report.   

   
Aphria is one of the "big three" Canadian cannabis companies. Aphria has distinguished itself with aboveav-

erage financial results and is about to become the third Canadian Licensed Producer to list on the New York 

Stock Exchange. In addition, it is probably one of the top two takeover targets of the cannabis group. A 

frequent rumor is Altria (NYSE:MO) buying a minority stake in the company. I recently heard Chief Executive 

Office Vic Neufeld speak in Frankfurt, Germany, and I am convinced management remains solid.  

It seems good things are in store for APHQF (or APHA) when it begins to trade on the Big Board.   

https://seekingalpha.com/symbol/PGTMF
https://seekingalpha.com/symbol/PGTMF
https://seekingalpha.com/symbol/PGTMF
https://seekingalpha.com/symbol/PGTMF
https://seekingalpha.com/symbol/MO
https://seekingalpha.com/symbol/MO
https://seekingalpha.com/symbol/MO


   
Canopy Growth (OTC:CGC) remains one of my picks in the Licensed Producer group. In my original Seeking 

Alpha article in late 2016, I referred to CGC as an "ETF Surrogate" and I stand by that two years later. CGC 

set the cannabis world on fire a year ago when Constellation Brands (NYSE:STZ) purchased a 9.9% interest 

in CGC in the first major cross-industry investment into the cannabis industry. Then, in August 2018, STZ 

invested another U.S. $4 billion into CGC raising its interest to 38%. CGC has been a constant industry leader 

including the move to international markets. Given it has a giant war chest, CGC is likely to continue in its 

leadership role.   

   
Khiron Life Sciences (OTCQB:KHRNF) [TSXV:KHRN] operates in Colombia as a vertically diversified can-

nabis company with plans to become a dominant force in Latin America. The local cost structure will make 

KHRN one of the lowest cost producers of high-quality medical cannabis. KHRN is diversifying horizontally 

initially into Chile. It has diversified vertically acquiring medical clinics in Bogota (ILANS) and launching a 

CBD-based cosmetics line, Kuida, targeting the specific needs of Latin American women. Recently, Vicente 

Fox, former president of Mexico and CEO of Coca-Cola Mexico, joined the Board. When the current exercise 

of $1.20 warrants is completed, I expect the stock to rebound smartly.   

https://seekingalpha.com/symbol/CGC
https://seekingalpha.com/symbol/CGC
https://seekingalpha.com/symbol/CGC
https://seekingalpha.com/symbol/STZ
https://seekingalpha.com/symbol/STZ
https://seekingalpha.com/symbol/STZ
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Lexaria Bioscience (OTCQX:LXRP) has significant potential because it out-licenses a disruptive and costef-

fective technology, DehydraTECHTM, that promotes healthier administration methods, lower overall dosing 

and higher effectiveness of ingestible drugs and other beneficial molecules such as CBD, THC, nicotine, 

certain vitamins and nonsteroidal anti-inflammatory drugs. What separates LXRP from its competitors is a 

portfolio of patents and patents pending in over 40 countries. In addition, the benefits of DehydraTECHTM 

have been established in a number of scientific clinical trials with humans and animals. LXRP has the poten-

tial to sign an agreement that will launch it into an entirely new level.   

   
Organigram (OTCQX:OGRMF) is a licensed producer. OGRMF is one of the lowest-cost Canadian producers 

at under $1.00 per gram. With its organic certification reinstated, around 10% of its output will again be 

organic. In addition, it has funded an aggressive international growth plan that should establish it in markets 

around the world. Because the stock is comparatively undervalued, OGI is a name that always comes up 

when takeover targets are mentioned. This likelihood has probably increased since the stock has declined in 

the recent correction. With strong management, OBRMF is a relatively low risk investment in the cannabis 

space.   

https://seekingalpha.com/symbol/LXRP
https://seekingalpha.com/symbol/LXRP
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Radient Technologies (OTC:RDDTF) uses its core technology, Microwave Assisted Processing, or MAP, to 

produce extracts from cannabis providing substantially higher yields and purity when compared to competi-

tors. Aurora Cannabis is an investor in RDDTF and is ACB's initial "Extraction as a Service" customer. Other 

Canadian licensed producers have also become clients of RDDTF. In addition, RDDTF's technology can be 

used to extract CBD from hemp. I believe oils and extracts is a very high-growth sector in the highgrowth 

cannabis industry. I look on RDDTF as a lower-risk, junior company operating in a high growth area of the 

cannabis industry.   

   
Sunniva (OTCQB:SNNVF): The market has put SNNVF in the penalty box for being too aggressive in its 

estimates on the completion of the California campus and the timing and financing of construction in Canada. 

To me, however, as long as SNNVF continues to fulfill its milestones, the timing becomes less important. 

The plan to spin out the Canadian assets is still in place and the timing is looking better and better considering 

what is going on in the U.S. I have hitched my star to management, and I think that will prove to have been 

the right thing to do.   

Conclusion: I conclude the recent correction is part of the Trading Phase and not the Bear Market for can-

nabis stocks. If that is correct, the case can be made for buying any of these stocks. For more cautious 

investors, I think companies such as Aphria, Canopy Growth, Organigram, and Radient fit the bill. For inves-

tors who are more focused on higher returns with greater volatility, Khiron and Lexaria are the way to go. 

Sunniva is a somewhat smaller, developing company, but I think its market action during the recent correction 

is a strong indication that it is oversold. So SNNVF offers an attractive combination of higher upside potential 

with less downside risk from current levels. Finally, Ascent Industries is an attractive, well-managed company, 

and once the issues with Health Canada are resolved, I would be an aggressive buyer.   

https://seekingalpha.com/symbol/RDDTF
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Disclosure: I/we have no positions in any stocks mentioned, and no plans to initiate any positions within the 

next 72 hours.   

I wrote this article myself, and it expresses my own opinions. I am not receiving compensation for it (other 

than from Seeking Alpha). I have no business relationship with any company whose stock is mentioned in 

this article.   

Additional disclosure: I have options to buy 150,000 shares of KHRN that I received in consideration of work 

done for the company prior to going public. I do not receive compensation from the company at this time.   

Editor's Note: This article discusses one or more securities that do not trade on a major U.S. exchange. 

Please be aware of the risks associated with these stocks.   

   

Sunniva - Here Is What I Think You Should Do Now.    

    

Summary    

 Sunniva's stock has been falling like a stone.    

 I have spent a lot of time assessing the situation and coming up with an answer to the question, "What do 

we do now?"    

 What follows is my answer and how I arrived at it.    

    

I address the situation with Sunniva which everyone knows has been falling more rapidly than most in a 

generally declining cannabis stock market. Believe me I have spent many hours in the past 48 in con-

templation of what to do next. I have asked myself all the questions you have asked and more. I have 

also spoken to and exchanged emails with management. In addition, I have carefully reflected on previ-

ous occasions in which a stock badly underperformed my expectations.    

    

Most of you know that in my investment decision making, management always ranks at the top. Sunniva 

is no exception and this is an excellent example why it is such an important asset for investors. When 

things do not work out as expected, I am comforted by the fact that people like Dr. Anthony Holler, Leith 

Pedersen, David Negus and the others I have met are going to work every day. I know they are going in 

every morning, probably earlier during these difficult times. They are working to progress the Business 

Plan. And many days of the week they are probably staying later than usual.    

    

Some of you may recall 18, months ago, when Organigram got caught up in the myclobutanil contamination 

problem. The stock was a recommendation of mine and it was falling in price in a generally strong cannabis 

market. Although many didn’t, I stuck with management and remained positive. Investors who didn’t sell out 

then are very happy today. In fact, I just read that Organigram is one of the few cannabis stocks that is up in 

price since the recent peak in cannabis stock prices in January.    

    

Am I unhappy the stock has gone down in price? Of course I am. I am pissed. Am I sorry I recom-

mended the stock? No I am not! Many people have asked over the years why I do not typically own 

shares in companies I recommend. It is for times like this. It allows me to assess situations like this 

with far less emotion clouding my decision making.    

    

There is only one question you need to ask yourself about Sunniva today. Will management successfully 

follow through on their business plan? If your answer is yes you should continue to own your shares and 

buy more if it suits your circumstances. If your answer is no, you probably shouldn’t have purchased the 



shares in the first place. And if you don’t own Sunniva yet, now is a great time to initiate holdings. I remain 

confident that as long as management continues to build the company, shareholders will be rewarded.    

    

There are signs of panic selling in Sunniva’s stock. People seem to be selling because the stock has 

been falling and they are afraid it will keep falling. As investment gurus say during trying times like this, 

two emotions drive the market – fear and greed. We can all learn a valuable less from Warren Buffett 

who said, “Be fearful when others are greedy and greedy when others are fearful.” The Sunniva market 

is driven by fear right now and it is a great time to be buying.    

    

Disclosure: I/we have no positions in any stocks mentioned, and no plans to initiate any positions within the 

next 72 hours.    

    

Canadian Legalization: What's Next For Cannabis Stocks?    
    

On June 19, 2018, the Canadian Senate passed The Cannabis Act 52 to 29. The rest of the approval process 

will be completed before the end of the week.    

    

I think the regulations favor the Licensed Producers. My picks at this time are Canopy Growth, Organigram, and 

Sunniva.    

    

I forecast the smaller, more aggressive company shares will also do well in the months ahead. I favor Khiron, 

Lexaria, and Radient.    

    

With the attainment of successive milestones, I believe the cannabis stocks will move higher in the weeks and 

months ahead.    

This might be the last obvious opportunity to profit from the ownership of cannabis stocks. The conclusion is 

to buy now.    

    

By a vote of 52 to 29, Bill C-45 The Cannabis Act overcame its final hurdle when it was approved by the 

Canadian Senate. The bill now returns to the House of Commons where it will be passed and then goes 

for a largely ceremonial Royal Assent after which it will be the law of the land. This will all be completed 

before the end of the week after which the House goes on summer recess. It is not scheduled to sit again 

until September 17, 2018.    

    

The popular press did its best to create a controversy where there was none. The opposition Conserva-

tives stalled the proceedings as long as they could, but the risk of the bill being defeated was always 

close to zero. All the same, Canopy Growth (NYSE:CGC) shares were trading $1.00 higher at the $33 

level for a gain of    

3.1% in after-hours trading. Cronos Group (OTC:CRON) traded up $.205 at $7.06 per share for a gain of    

3.0% after hours.    

    

As the LTB Marijuana Composite Index shows, the cannabis stocks stumbled into the legalization verdict. 

In fact, as was reported in the Let's Toke Business newsletter, in the past six weeks, the index changed 

direction every week ending up virtually unchanged.    
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We have called for a cannabis stock market rally in the lead up to legalization and advised, if the political 

shenanigans in the Senate created some investor uncertainty resulting in market weakness, we would 

use that as an opportunity to buy. We still think that way. Now that politics of passing the bill are over, 

we believe attention will turn to companies that are positioned to benefit the most from legalization.   The 

one group that we see as the leaders in the Canadian industry are the Licensed Producers. The pattern 

of trading in these stocks has been similar to the overall index as the LTB Licensed Producer Composite 

Index illustrates:    

https://static.seekingalpha.com/uploads/2018/6/20/9721001-15294686237949262_origin.png


    
Comparing the two charts visually, the results may appear to be almost the same. But the reality is different in 

one very important way:    

    
This chart plots the performance of the LTB Licensed Producers relative to the LTB Marijuana  

Composite. When this graph rises to the right, it means the LP stocks are outperforming the typical Cana-

dian cannabis stock, and that has clearly been the case. We expect this trend to continue in the near-term 

aftermath of legalization being approved.    

    

https://static.seekingalpha.com/uploads/2018/6/20/9721001-15294686241419618_origin.png


My top selections among the LPs have been:    

Canopy Growth: (TSX: WEED) I have long advised that if you can only own one cannabis stock, Canopy 

is the one. In my view, Canopy has the best management, a well-diversified portfolio of cannabis assets 

both nationally and internationally, and it continues to lead the way for the industry. A recent example is 

the listing on the New York Stock Exchange. This is a stock I think you can buy and put in your safety 

deposit box for your grandchildren.    

Organigram Holdings: (TSXV: OGI) (OTCQB:OGRMF) was actually my first recommendation in the can-

nabis industry. Again, much of my confidence was based on the abilities of venture capitalist and founder 

Denis Arsenault who justified my assessment when he had the good sense to turn over the operations 

to a carefully selected management team at the appropriate time. Since then, OGI moved quickly to fill 

the most obvious missing part of their puzzle by raising $100 million and starting an international expan-

sion.    

Sunniva: (CSE: SNN) (OTCQX:SNNVF) I am upgrading Sunniva a bit as they are not yet an LP in Can-

ada but are well on their way with their development at Okanagan Falls in British Colombia. They are a 

licensed grower in the State of California where they will harvest their first crop this year. In addition, their 

subsidiary Natural Health Services features 95,000 medical marijuana patients or almost a 35% market 

share. We see SNN having the potential to be a leader in California and Canada, the two largest cannabis 

markets in the world. Again, SNN has outstanding management notably Dr. Anthony Holler who, as CEO, 

built and sold ID Biomedical to GlaxoSmithKline (NYSE:GSK) for $1.7 billion.    

Here is a look at the recent performance of the LTB Low-Priced Composite Index. This is a group of 

lessdeveloped companies combined with more speculative common shares. While the price perfor-

mance of this group is interesting, what is more useful to me is the fact that it provides a reading of 

investor psychology. If the stocks are exceptionally strong, it is indicative of a high level of speculative 

optimism. This often happens at a time when stock prices overall are high. Conversely, if prices are 

exceptionally weak, it signals a low point in overall stock prices.    

    
By lagging the other cannabis stocks in the past six months, this index tells me that there is little, if any, spec-

ulative excess in the market. Without question, I think we will have such a period of "irrational exuberance" to 
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use a phrase coined many years ago by Federal Reserve Board Chairman Alan Greenspan before this cycle 

is over. This means there will be a strong rally in the smaller companies.    

My top selections in the smaller, less developed group are:    

Khiron Life Sciences: (TSXV: KHRN) is a medical cannabis grower in Colombia. KHRN has commenced 

growing legal, high-grade cannabis in Colombia. I believe KHRN will produce pharmaceutical grade can-

nabis at a cost that cannot be approached in Canada, the United States, or other developed countries. 

Again, management is the key. KHRN has a strong Colombian team led by CEO Alvaro Torres with 

contributions from Canadians, including CFO Darren Collins and Director Mark Monaghan. As a result, I 

believe KHRN embodies the characteristics that will shape the world cannabis industry for years to come 

that is, growing cannabis in regions of the world that have better weather and lower costs. KHRN's po-

tential will be realized over the next few months as more investors become aware of their operation.  

Lexaria Bioscience: (CSE: LXX) (OTCQX:LXRP) has developed and out-licenses a disruptive and costef-

fective technology called DehydraTECH™ that promotes healthier administration methods, lower overall 

dosing and higher effectiveness of fat soluble ingestible drugs and other beneficial molecules. Among 

others, LXX holds U.S. patents for cannabis, vitamins, non-steroidal anti-inflammatory drugs and nico-

tine. Recent test results disclosed a remarkable result with nicotine, and since then, the company has 

been structuring itself to take advantage of a licensing agreement(s) with the pharmaceutical and tobacco 

industries. LXX has been one of my longest and most successful recommendations, and I don't think the 

positive results are close to being over.    

Radient Technologies: (TSXV: RTI) (OTC:RDDTF) extracts natural compounds from a range of biological 

materials using its Microwave Assisted Processing or MAP™ technology, a patented platform that pro-

vides superior customer outcomes in terms of ingredient purity, yield, and cost. RTI serves market lead-

ers in the pharmaceutical, food, beverage, natural health and personal care industries. For some time, I 

have favored the cannabis oil outlook where RTI fits in perfectly. Aurora Cannabis (TSX: 

ACB)(OTCQX:ACBFF) that recently acquired CanniMed and is about to close the acquisition of MedRe-

leaf (OTCPK:MEDFF) has a 15.9% strategic investment in RTI. I continue to like RTI's prospects and 

expect excellent results in 2018-2019. Disclosure: I/we have no positions in any stocks mentioned, and 

no plans to initiate any positions within the next 72 hours.    

    

Disclosure: I wrote this article myself, and it expresses my own opinions. I am not receiving compensa-

tion for it (other than from Seeking Alpha). I have no business relationship with any company whose 

stock is mentioned in this article.    

    

Additional disclosure: I was compensated for consulting work for Khiron Life Sciences and have warrants to 

buy 150,000 shares. I am no longer employed or compensated by them.   

 

To have your name removed from our distribution list, please send your request to letstokebusi-

ness@gmail.com Your name will normally be removed within 24 hours of the receipt of your request. 
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