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Stock Market Review & Outlook 

 
    LTB MARIJUANA INDEX:  1wk -5.3% 1 mo -9.1% 3 mo -28.6% 6 mo -41.0% 1 yr -35.4% 

 

 

The major blue chip stocks in the U.S. and Canada experienced a heightened level of volatility on the 

downside last week. Previously I alerted you to the fact that the markets were upset with a new strain of 

COVID named Omi-

cron (B.1.1529). It will 

be another couple of 

weeks before we know 

much about Omicron 

from a scientific per-

spective but a couple 

of things are already 

clear. First, govern-

ments aren’t sitting around waiting for the scientists. Many moved quickly to ban travel from southern 

Africa where this 

strain was first identi-

fied. Second, the med-

ical community seems 

willing to make some 

calls based on very 

little information. I will 

have more to say 

about COVID below. 

In the meantime, these two charts illustrate the volatility that hit the markets as news of the Omicron 

variation spread. In the meantime, there was a little good news on the economic front. 

 

The U.S. unemployment rate for November came in at 4.2%. As the chart shows, this puts the unemploy-

ment rate nearly back to pre-pandemic levels. But as is almost 

always the case, the overall employment news was a mixed 

bag. First, the data shows the decline in unemployment hap-

pened even though the economy only managed to add only 

210,000 jobs on the month compared with a 500,000 consensus 

estimate. At the same time, 594,000 people entered the 

workforce. Interesting, the number of working Americans is still 

3.9 million below February 2020.  

 

On the unemployment front, I think the issues are going to be the social matters that arose under the 

pandemic. For example, I think employment costs in the food, beverage and entertainment industries are 

going to rise sharply. I suspect what is happening is not a realization that the services of these workers is 

worth more than they were being paid. It is more a realization on the part of workers that they are not 

willing to work for the wages they have been paid. The other major employment issue I see coming to a 

boil is working at home. Again, employees are beginning to realize they don’t need to commute for a hour 

or two or more each day to perform their jobs.  
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Also on the economy, Federal Reserve Board Chair Jerome Powell finally admitted it was time to abandon 

the term “transitory” when discussing inflation. Of course, he couldn’t make a straight admission that he 

has been wrong. So he said, the Fed uses the word transitory to mean there won’t be a permanent mark in 

the form of higher inflation. This means interest rates will probably start to rise sooner rather than later. 

Meanwhile, the United Nations says world food prices are near all-time record highs. 

 

On the legislative side of things, the Senate was able to reach an agreement to keep the Government 

funded until February 18, 2022. This is the second time this Senate has been forced to push this problem 

into the future. The first time was in October 2021. However, that still leaves raising the debt ceiling, the 

Build Back Better Act earlier passed by the House but that will probably require several amendments to 

pass the Senate after already being cut from $3.5 trillion to $2.0 trillion and, of course, the National 

Defense Authorization Act (NDAA) that has the SAFE Banking language included. 

 

The news that rattled investors last week is the spread of a new strain of COVID-19 named Omicron 

(B.1.1529) that was first identified in South Africa and has quickly spread to 38 countries. We now have 

some experience with new COVID strains. The Delta variant of concern was first identified in India in 

December 2020 and a little less than a year later, it is the dominant driver of new COVID cases accounting 

for over 99.9% of all new COVID cases around the world. We knew in the early going that Delta variant 

spread twice as fast as any previous COVID variant. The questions scientists will be trying to answer about 

Omicron is how fast it is transmitted, the severity of the illness it causes and the effectiveness of existing 

vaccines. A late breaking report out of Singapore suggests the Omicron variant is more transmissible with 

a high risk for reinfection. I will watch Omicron in the weeks ahead as COVID is still driving the markets. 

 

The broader world trend measured by Deutsche Welle shows a turn for the worse. Last week there were 

75 countries that reported more new cases compared with 68 countries the week before. Conversely, last 

week there were only 107 countries that reported improved 

numbers compared with 116 the week before. Again, let me re-

mind you I am not 

dispensing medical 

advice of any kind. 

What I am saying is 

we know increasing 

COVID cases and 

deaths hurts the financial markets and the COVID numbers are again moving in the wrong direction. 

 

Clearly the number of new COVID cases around the world is on the rise. Last week, there was concern 

about the rising number of cases in Austria and Germany. This week, the spike in Austria has backed off 

while the number of 

new cases in Germa-

ny kept rising and the 

government has re-

sponded by effectively 

locking down unvac-

cinated people. There 

is no good news with 

rising COVID cases but at least we can say seems the number of deaths is not moving higher in lockstep 

Current Current Previous Previous

% New Cases # New Cases % New Cases # New Cases

Twice as many new cases 7% 13 9% 16

More new cases 33% 62 28% 52

Same number of new cases 3% 6 3% 5

Fewer new cases 44% 83 46% 87

Less than half as many new cases 10% 18 12% 23

No new cases four weeks in a row 3% 6 3% 5

100% 188 100% 188
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with new cases. That may be due to the Delta variant not causing as serious an illness as previous 

variants or because the vaccines are providing some measure of protection against serious cases.  

 

President Biden seems determined to focus almost entirely on vaccinations (prevention). This may be a 

difficult road. Viruses mutate. For example, influenza returns every year with new variants. Severe Acute 

Respiratory Syndrome 

or SARS is genetically 

related to COVID. To 

focus entirely on vac-

cines, will require new 

vaccines every year 

as is the case with flu 

shots. I am not a med-

ical professional and this is not medical advice but some effort at treatment makes sense to me. 

 

The number of new U.S. cases continues to rise and we should start to see the impact from the American 

Thanksgiving holiday in the data. If we add Omicron cases that have already been detected in six U.S. 

states and have strongly rising numbers headed into the Christmas and New Years holidays, the picture 

could be very unsettling as we move into January.  

 

The rise in U.S. cases is certainly reflected in the data as shown by the red circle. All the other per capita 

infection and fatality rates remained pretty much 

unchanged. At this point, the vaccination rates 

take a backseat to the impact of the Omicron 

variant. I said the three keys were how quickly it 

is transmitted, the seriousness of the 

illness that results and the ability of 

existing vaccines to ward it off. Remem-

ber, the Delta strain went from 0% to 

99.9% of new cases in less than a year so if Omicron is more transmittable, it may dominate even faster. If 

seriousness of the illness is measured by hospitalizations and deaths, either Delta has produced a less 

serious illness or the vaccines helped. Hopefully, the vaccinations had a positive impact and will continue 

to do so as Omicron continues to spread. 

 

Following a large rally two weeks ago and a return to the expected downtrend toward Christmas a 

week ago, the decline in cannabis stocks continued last week as expected. The Senate is really in 

turmoil as the end of 

the year approaches. 

There are three major 

bills that need to be 

dealt with: raising the 

debt ceiling, President 

Biden’s Build Back 

Better bill and the Na-

tional Defense Authorization Act (NDAA) that has the SAFE Banking language attached. Of these, the 

NDAA is of major interest to cannabis investors. Ironically, the NDAA puts Senate Majority Leader Charles 
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Schumer, Cory Booker and Ron Wyden’s with their Cannabis Administration and Opportunity Act (CAOA) 

in direct conflict with passing pro-cannabis legislation. They have already said they are opposed to the 

NDAA passing with the SAFE Banking language attached. I have more to say about this below. In a 

nutshell, if SAFE Banking unexpectedly passes, look for an immediate rally in the cannabis group. This 

could happen before Christmas. I would guess about now that many pro-cannabis voters are having 

second thoughts with the way they are being treated. 

 

The marijuana stocks were sharply lower last week as investors squeezed the last bit of optimism 

out of the group. The Canadian Marijuana Index dropped -9.7% slightly outperforming the U.S. Marijuana 

Index that lost -9.8%. 

The major push down 

on prices appears to 

have come from the 

U.S. politics swinging 

against legalization in 

the short term. Com-

panies such as Cano-

py Growth and Tilray that have banked heavily on entering the U.S. market when legalization legislation is 

passed were down nearly -15%. It has become so bad that there is now talk of the Canadian licensed 

producers abandoning the New York Stock Exchange and the NASDAQ and going back to the Canadian 

Stock Exchange that will allow them to enter the U.S. industry. One article I saw even suggested legaliza-

tion will not happen under the current administration. This kind of thinking will not sit well with pro-cannabis 

American votes in the mid-term elections now less than a year away.  

 

Conclusion: I think this is an excellent time to ignore all the negative cannabis stock news swirling around 

and pushing stock prices lower. With that context, tax loss selling should continue in the weeks ahead until 

around Christmas day. At the same time, we saw the rally in prices a couple of weeks ago as a strong sign 

cannabis stocks are oversold and it wouldn’t take much to trigger a rally. I suspect a change in mood of 

political forces in the U.S. might be one potential factor that drives the cannabis stocks.  

 

Market outlook summary: Now is a good time to follow Rudyard Kipling’s sage advice that I will para-

phrase as ‘if you can remain sensible when everyone else is not you will own the earth.’ As we are well 

into tax loss selling season now, I am going to stick to my knitting and wait for it to end. In the meantime, 

there are several opportunities that have me drooling. Khiron Life Sciences (TSXV: KHRN) (OTCQX: 

KHRNF) (TSXV: KHRN-WT.V) (Frankfurt: A2JMZC) closed the week at $.19 per share. I am going to be 

patient because I have a large holding in KHRN but if I didn’t, I wouldn’t blame anyone who commits at 

these levels. 1933 Industries (CSE: TGIF) (OTCQX: TGIFF) reported a solid fourth quarter and year and 

the stock dropped to close last week at $.055 per share. Again, I am tempted not to wait. See my com-

ments below. Kiaro Holdings Corp. (TSXV: KO) has really hung in at $0.075 per share which again 

tempts me to move now instead of waiting. Lexaria Bioscience (NASDAQ: LEXX) (NASDAQ: LEXXW) 

has major prospects ahead in 2022 that makes its current price appear exceptionally cheap. I don’t think 

you will be hurt buying at current levels and with the stock within pennies of its two previous 2021 lows, 

you have to think about it. Jushi Holdings Inc. (CSE: JUSH) (OTCQX JUSHF) and IM Cannabis Corp. 

(CSE: IMCC) (NASDAQ: IMCC) (OTCMKTS: IMCNF) will move on a market recovery that I expect at 

Christmas. But if there’s a break in the Senate in favour of cannabis, it could come sooner. Sunniva 

https://ca.finance.yahoo.com/quote/KHRN.V/
https://ca.finance.yahoo.com/quote/KHRNF?p=KHRNF&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/KHRNF?p=KHRNF&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/KHRN-WT.V?p=KHRN-WT.V&.tsrc=fin-srch
https://finance.yahoo.com/quote/4kh.f/
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://www.google.com/search?q=stock+quote%2C+tgiff&rlz=1C1NHXL_enCA758CA758&oq=stock+quote%2C+tgiff&aqs=chrome..69i57.24044j0j7&sourceid=chrome&ie=UTF-8
https://ca.finance.yahoo.com/quote/KO.V/
https://www.nasdaq.com/market-activity/stocks/lexx
https://www.nasdaq.com/market-activity/stocks/lexxw
file:///C:/Users/admin/Documents/OneNote%20Notebooks
https://finance.yahoo.com/quote/JUSHF/
https://finance.yahoo.com/quote/imcc.cn/
https://ca.finance.yahoo.com/quote/IMCC?p=IMCC&.tsrc=fin-srch
https://www.google.com/search?q=stock+quote%2C+imcnf&rlz=1C1NHXL_enCA758CA758&oq=stock+quote%2C+imcnf&aqs=chrome..69i57.9831j0j7&sourceid=chrome&ie=UTF-8
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(OTCQB: SNNVF) might be a “tax loss no-sell” candidate. In some jurisdictions a loss can be realized 

without selling by simply declaring the shares of no value. Make sure to seek professional tax advice 

before trying this strategy. 

 

If you would benefit from additional input on timing your buys and sells, subscribe to the Cannabis 

Report by InvestorsHub. For a monthly subscription, (Ctrl-Click here) For a discount on an annual 

subscription (Ctrl-Click here).  

 

Question of the Week 
  

Thank you for sending in your questions and I 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.  

 

The objective of the ‘Question of the Week’ feature is to allow readers to ask questions about investing. 

Things you are wondering about and not what I think you’re thinking about.  

  

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 

monitored to be as close to an actual portfolio as possible. Rules 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 reasons is reported 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 outper-

formed the MJCMI, good markets and bad. The portfolio is 

benefitting from diversification as different holdings deliver at 

different times. The two largest holdings are Lexaria Biosci-

ence (NASDAQ:  LEXX) (NASDAQ: LEXXW) and Khiron Life 

Sciences (TSXV: KHRN) (OTCQX: KHRNF) (TSXV: KHRN-

WT.V) (Frankfurt: A2JMZC). The two smallest positions are 

Sunniva (CSE: SNN) (OTCQB: SNNVF) and IM Cannabis 

Corp. (CSE: IMCC) (NASDAQ: IMCC), Kiaro Holdings Corp. (TSXV: KO) is the latest addition to the 

portfolio while Jushi Holdings Inc. (CSE: JUSH) (OTCQX JUSHF) and 1933 Industries (CSE: TGIF) 

(OTCQB: TGIFF) round out the portfolio. The cash holding is around 20%. 

 

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 

https://www.nasdaq.com/symbol/snnvf
https://d.docs.live.net/bc63189d053f27a0/Documents/Custom%20Office%20Templates
https://investorshub.advfn.com/secure/login.aspx?redirect=p.php%3Fpid%3Dprodmatrix%26btn%3Dyearly%26addon_a_newsl_cbr_12%3D1
https://www.nasdaq.com/market-activity/stocks/lexx
https://www.nasdaq.com/market-activity/stocks/lexxw
https://ca.finance.yahoo.com/quote/KHRN.V/
https://ca.finance.yahoo.com/quote/KHRNF?p=KHRNF&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/KHRN-WT.V?p=KHRN-WT.V&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/KHRN-WT.V?p=KHRN-WT.V&.tsrc=fin-srch
https://finance.yahoo.com/quote/4kh.f/
https://web.tmxmoney.com/quote.php?qm_symbol=SNN:CNX
https://www.nasdaq.com/symbol/snnvf
https://finance.yahoo.com/quote/imcc.cn/
https://ca.finance.yahoo.com/quote/IMCC?p=IMCC&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/KO.V/
file:///C:/Users/admin/Documents/OneNote%20Notebooks
https://finance.yahoo.com/quote/JUSHF/
https://ca.finance.yahoo.com/quote/TGIF.CN?p=TGIF.CN&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/TGIFF?p=TGIFF&.tsrc=fin-srch
https://newsletters.advfn.com/cannabisreport/subscribe-1
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Santa Claus might come twice for cannabis investors this year. First, time is running out in the 2021 

political year. In fact, it is currently scheduled to end on December 10, 2021. That’s right. Next Friday. If we 

base it on regular working days less statutory holidays, there are 261 working days each year. If we count 

being at work as being in your place of work, U.S. House Representatives and Senators work less than 

half the time. In fairness, most politicians I have known work many evenings and weekends on business 

matters. But there is no denying the Senate is due to adjourn after December 10, 2021 and are not 

scheduled to be back until next year. 

 

I’ve commented on how much legislative decision making must be concluded before Senators leave for the 

holidays although this deadline can be delayed. There is clearly not enough time to deal with all outstand-

ing issues clearly and completely. Matters to be dealt with include: raising the debt ceiling, the Build Back 

Better Act already passed by the House that will probably require several amendments to pass the Senate 

having already been cut from $3.5 trillion to $2.0 trillion and, of course, the National Defense Authorization 

Act (NDAA) with the SAFE Banking Act wording still included. 

 

Take funding the federal government as an example. The House of Representatives were able to pass a 

motion that will fund the government until February 18, 2022. This is a decision that was kicked down the 

road last October to December and now to February. But it is only temporary and needs to be approved by 

the Senate where the issue is President Biden’s directive that orders large employers to require COVID 

vaccinations for workers or implement regular testing programs still rankles many. In the meantime, there 

are several issues that must be dealt with such as a block on federal funding for abortions and some of 

President Biden’s spending goals before the government is funded for fiscal 2022. The Senate needs to 

make decisions instead of just pushing things into the future. This is always high political drama but 

delaying approval could result in many Federal employees losing out on their pay cheques over the 

Christmas holidays. 

 

This is where the potential unexpected Christmas present for cannabis investors might come in and it 

involves the National Defense Authorization Act. This legislation has been passed for 60 consecutive years 

on a bipartisan basis. After all, everyone wants to be seen as supportive of the armed forces. But it is 

normally handled through a time-consuming conferencing process. Again, many politicians want to be 

seen as supportive of the military and certainly protect military spending in their respective states. In fact, 

the Senate is months behind in the preparation of this bill. There are many issues outstanding ranging from 

military pay to an overhaul of handling military sexual assault cases. Senate Majority Leader Charles 

Schumer brought it to a vote on November 29, 2021 needing 60 of the 100 votes available with the 

Democrats and Republicans holding 50 votes each. All 50 Republicans voted against the bill and were 

joined by five Democrats and Schumer also voted nay, a strategic maneuver that will allow him to the bring 

the bill up for another vote.  

 

Regular readers know the SAFE Banking Act wording is included in the National Defense Authorization 

Act. It is also clear that one of the major issues delaying passage of the NDAA is dealing with amend-

ments. Removing the SAFE Banking language would be an amendment. I noted Ron Wyden, one of the 

sponsors of the Cannabis Administration and Opportunity Act voted against the NDAA. I don’t know why 
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but it could be because it included the SAFE Banking language which he has committed to fight until his 

CAOA is passed. In addition, Charles Schumer also voted against it but I know why. He needed to in order 

to pave the way for another vote in the Senate. 

 

Conclusion: I have said in the past that if the SAFE Banking Act passes, I expect the cannabis market will 

respond with an explosive rally. It doesn’t matter if it passes as a standalone bill or as an addon to the 

Nation Defense Authorization Act. The U.S. multistate operators are one group that will benefit as they are 

generating revenue and operating businesses and will benefit from full access to banking services. From 

our list, Jushi Holdings Inc. (CSE: JUSH) (OTCQX JUSHF) stands out as an undervalued MSO and we 

saw this potential in the latest rally. We shouldn’t overlook 1933 Industries (CSE: TGIF) (OTCQX: TGIFF) 

that operates in Nevada and stands to benefit from banking services. The company just reported for the 

year ended July 2020 and I have scheduled a conversation with Chief Executive Officer Paul Rosen.  Of 

course, the entire cannabis market will rally as it will be a sign of the U.S. market continuing its move 

toward legalization. 

 

I continue to believe tax loss selling will dominate the cannabis stocks until around Christmas and in recent 

trading sessions I can see the selling pressure growing. BUT if the SAFE Banking Act passes as part of 

the National Defense Authorization Act, those bets are off. If that unexpectedly happens, don’t wait around 

for me to tell you. Jump into any of the personally suitable stocks on my list immediately. 

 

Cannabis Quickies 
 

1933 Industries (CSE: TGIF) (OTCQX: TGIFF) has reported for the year ended July 31, 2021. The 

highlights in Canadian dollars in accordance with International Financial Reporting Standards include: 

• Revenue of $12.0 million for the 2021 fiscal year (FY) compared with $12.0 million for FY 2020. 

• Q4 2021 revenues were $2.5 million, up from $2.4 million in Q4 2020. 

• Alternative Medicine Association (AMA), the cultivation and production subsidiary recorded reve-

nue of $9.1 million for FY 2021, up 47% from a year earlier.  

• Gross margin was $4.8 million or 40% for FY 2021, compared to 19% for FY 2020. 

• Q4 2021 gross margin was a $70,881 loss (3%), compared to a $63,177 loss (3%) in Q4 2020. 

• Expenses were $10.6 million for FY 2021 compared to $22.4 million in FY 2020 

• Expenses were $2.1 million for Q4 2021 compared to $5.2 million for Q4 2021. 

• Net loss from continuing operations was down 72% from $22.2 million in FY 2020 or $0.08 per 

share to $6.3 million or $0.02 per share for FY 2021.  

• Net loss for Q4 2021 was $2.6 million compared to net loss of $7.2 million during Q4 2020. 

• Adjusted EBITDA loss was $2.2 million for FY 2021 compared to $16.9 million for FY 2020 and 

$2.1 million for Q4 2021 compared to $7.2 million in Q4 2020. 

• Cash at July 31, 2021 was $4.4 million vrs $2.8 million at July 31, 2020, an increase of 57%. 

• Total assets at July 31, 2021 were $45.4 million, compared to $46.6 million at July 31, 2020. 

• Working capital at July 31, 2021 was a surplus of $8.4 million compared to $6.1 million at July 31, 

2020, an increase of 38%. 

•  

Conclusion: Although I was more than satisfied with the report, clearly the market was not. Looking at the 

price chart, the circle points out the negative investor response to these financials. The explanation I have 

file:///C:/Users/admin/Documents/OneNote%20Notebooks
https://finance.yahoo.com/quote/JUSHF/
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://www.google.com/search?q=stock+quote%2C+tgiff&rlz=1C1NHXL_enCA758CA758&oq=stock+quote%2C+tgiff&aqs=chrome..69i57.24044j0j7&sourceid=chrome&ie=UTF-8
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://www.google.com/search?q=stock+quote%2C+tgiff&rlz=1C1NHXL_enCA758CA758&oq=stock+quote%2C+tgiff&aqs=chrome..69i57.24044j0j7&sourceid=chrome&ie=UTF-8
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come up with is the market is having trouble coming to grips with the idea that TGIF has not been a growth 

company for the past 18 months, TGIF has been a turnaround opportunity, or as I have been referring to it 

more recently, it is a turned-around opportunity. 

The difference is important and to understand it requires a brief look back to mid 2020. COVID struck in 

late 2019 and early 2020 causing the markets to crash in March 2020 as shown on the chart. Although 

stocks had recovered, many people doubted the carnage was 

over. Leading up to this time, TGIF was being run as if the world 

was normal, cash burn didn’t matter and investors would keep 

supplying money to pay operating expenses. It was into this 

environment that Paul Rosen was parachuted in to try to save 

the business. Rosen is a major investor and an acknowledged 

expert in the cannabis industry. As indicated on the chart, he 

was appointed interim Chief Executive Officer just one month 

before the fiscal 2020 year end and appointed Chief Executive Officer shortly thereafter. We must also 

remember this entire time and moving forward still, the economy and the business world has been dealing 

with the effects of COVID-19 and travel restrictions have been and are in place for Canadians such as 

Rosen entering and leaving the United States. 

In my assessment, if Rosen had not become the CEO when he did and act as forcefully and single-

mindedly as he did, TGIF would have been out of business long ago.  

When we look at the fiscal 2021 figures, we can see Rosen was able to slash costs while keeping reve-

nues up. For example: 

➢ Revenue FY 2021 held up at 2020 FY levels despite a massive reduction in costs and COVID issues. 

➢ Gross margin doubled to 40% for FY 2021 from 19% for FY 2020. 

➢ Didn’t get to a profit position but the net loss from continuing operations was reduced 72% from $22.2 

million $6.3 million for FY 2021.  

➢ Adjusted EBITDA loss cut by 87% to $2.2 million compared to $16.9 million for FY 2020.  

➢ Cash at July 31, 2021 was $4.4 million, an increase of 57% and working capital increased 38%. 

➢ Finally, these results represent the first year with Rosen at the helm under the most difficult and trying 

circumstances.  

I have been in touch with Paul Rosen and we plan to chat next week. In the meantime, these are positive 

results. The current price, highlighted in the circle in the chart above, is extremely attractive and although 

tax loss selling will continue for a few more weeks, I wouldn’t hesitate to buy it at these levels. 

Here’s something new for the cannabis industry. Emerald Health Therapeutics (CSE: EMH) is 

leaving marijuana business. I’ve scompanies merge, get taken over and go bankrupt but I cannot 

remember one getting out of the business by selling off its assets. EMH says it has lost over $224.6 million 

since inception. I visited the cultivation facility in the early days when it was T-Bird Pharma and followed 

them for a while but decided Avtar Dhillon’s management style was not a fit for what I wanted. Manage-

ment intends to pivot into the pharmaceutical business. I haven’t been following EMH of late but it seems 

to me that management cannot make a unilateral decision to make such a move without shareholder 

approval. 
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Applications Watch 
  

Health Canada issued three additional licenses bringing the total to 795. Last week new licenses were 

issued to 1195753 B.C. of British Columbia for micro-processing, Frank Srebot of Ontario for micro-

cultivation and Srebot Farms of Ontario for micro-cultivation. Over 40 public companies are LPs or own an 

interest in one or more LPs. Licensed producers by province are Ontario (275 or 35%), British Columbia 

(194 or 24%), Quebec (110 or 14%), Alberta (85 or 11%), Saskatchewan (36 or 5%), Nova Scotia (34 or 

4%), New Brunswick (20 or 2%), Manitoba (16 or 2%), Newfoundland and Labrador (9 or 1%), Prince 

Edward Island (6 or 1%), Northwest Territories (1 for <1%) and the Yukon (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
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Canadian cannabis sales at retail posted a fourth consecutive record month in July 2021 of $338.9 

million which is positive for Kiaro Holdings Corp. (TSXV: KO). These results were more impressive if you 

consider that while Canadian cannabis sales were rising +6.2% 

sequentially (month over month), Canadian retail sales declined 

-0.6% overall. On a year over year basis, cannabis sales grew 

+45.6% compared with retail sales that were up only +5.3%. The 

compound annual growth rate (CAGR) in cannabis sales as 

shown is +109.0% per annum compared with 3.1% a year for all 

retail sales. Although the long-term growth rate in cannabis 

sales will average down as time goes on, it will clearly outpace 

overall retail sales for many years to come. For this reason, I am very bullish on the prospects for cannabis 

merchandising especially with a well managed, high growth potential opportunity like KO. 

 

This chart shows the performance of cannabis retail sales com-

pared with total retail sales in Canada. The graph shows that 

since statistics have been available, cannabis dispensary sales 

have outperformed the retail trade by a very wide margin. Can-

nabis sales should continue strong due to the growth in demand 

for cannabis products and legal outlets continuing to displace 

black market sales in Canada. As a result, I expect KO will pro-

duce above average growth rates for many years to come. 

 

The next chart shows the sequential or month over month change in retail cannabis sales in Canada. A couple 

of patterns are evident. 

(a) There is seasonality to cannabis sales with Christmas season (December) being strong followed by a quiet 

period in January and February as is shown in the chart to the left. This is the same pattern that exists in 

general merchandising.  

(b) There is a fair amount of volatility in 

cannabis sales. What is interesting is 

that last March when the economy and 

stock markets were crashing in re-

sponse to COVID, cannabis sales 

were very strong as can be seen in the 

chart to the right. This supports the argument that cannabis is a high 

growth industry that demonstrates some characteristics of counter-cyclicality. 

(c) This suggests that adding cannabis to a portfolio will increase alpha (excess growth) and reduce beta (relative 

volatility) which is desirable for portfolios in general. I think KO is 

an excellent addition to portfolios at these levels. 

 

 

This chart shows the year over year growth in legal cannabis 

sales in Canada. Again, the growth rates remain well in excess 

of the average retail operator in Canada and is a positive indica-

https://ca.finance.yahoo.com/quote/KO.V/
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tion that we are still in the early days of the dispensary business. I think the cannabis dispensary business is an 

attractive investment for many investors because it is comparatively easy for most people to understand. 

 

The final two tables show cannabis sales by province. It is worth noting that Saskatchewan has the fifth largest 

sales by province although it is substantially lower than the top four. However, Saskatchewan is the only 

province that did 

not put itself be-

tween the cultiva-

tors and the dis-

pensaries giving a 

company like Kia-

ro the opportunity 

to operate in a 

wholesaling function. The chart above right shows that the four largest provinces account for around 85% of 

total cannabis sales. 

 

This is an excellent segue into a look at cannabis sales from a provincial perspective. First, the caveats. The 

data on cannabis is not consistent at a provincial level. For example, on some charts there is a category “Other” 

that refers to the Province of Prince Edward Island and the Territories of Nunavut, the Northwest Territories and 

the Yukon. As a result, the data should be used to show “orders of magnitude.” Also the Province of Quebec 

has a French history and has evolved laws and regulations that are culturally different from the rest of Canada 

that has a more English history in its laws and regulations. As a result for many companies, working in Quebec 

can raise issues that are unique to that province.  

 

The chart below left shows the four most populous provinces in Canada. These provinces represent over 85% 

of the population of Canada. Ontario is the largest and stumbled 

badly out of the gate opening cannabis dispensaries. Quebec in 

second is unique for the reasons given above. British Columbia, 

the next largest has the most historical engagement with can-

nabis and, for example, its cannabis is often referred to as B.C. 

Bud. Alberta is fourth and the region that had the smoothest and 

most encouraging rollout of dispensaries after legalization. 

 

Data on the number of dispensaries not totally comparable be-

cause the provinces do not coordinate the timing of news re-

leases. The data given is from a reasonably consistent period 

earlier in 2021. For example, Ontario has subsequently reported 

over 1,000 dispensaries approved. Alberta is a bit of an anomaly 

ranking fourth in population and second in number of dispensa-

ries. British Columbia stands out as a major Canadian market 

with relatively few stores. 

 

This chart shows the population per outlet. It makes a couple of 
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points. By this measure, Alberta and Ontario are at the least attractive end of the scale. I think this means many 

of the small, independent operators in Ontario will go out of business in the next couple of years. I also see an 

opportunity for larger, well capitalized companies to be consolidators by cherry picking the most attractive 

outlets to acquire. There are also shattered dreams here. A couple of years ago, Ontario stores were for sale in 

the $5 to $10 million range and some actually sold for such prices. Those days are gone and will not be 

returning soon, if ever. 

 

Finally, looking at sales per store we should remember these are averages. I guesstimate is there are fewer 

stores above the average that is dragged down by many more 

smaller stores below average. These numbers support my view 

that many dispensaries in Ontario and Alberta will close in the 

near future while the larger independents will consolidate with 

well capitalized companies that allow for greater efficiencies. It 

also confirms that British Columbia remains a most attractive 

market but it does not automatically rule out being an acquisitor 

in Ontario or Alberta. 

 

Conclusion: I continue to see excellent opportunities in the marketing area and my pick is Kiaro Holdings 

Corp. (TSXV: KO) as an outstanding way to participate in a lower 

risk, high prospective return manner. I believe KO will play an 

active role in the consolidation I expect in the dispensary industry. 

This will be in addition to stores opened by successfully applying 

for licenses as well as organic growth. KO has the management 

team and the internal systems required to merge different 

corporate cultures into their own with a minimum of disruption. At 

the current level of around $.10 per share, I think the investors 

can look forward to superior returns. 

 

This week I spoke with Chris Bunka, Chief Executive Officer of Lexaria Bioscience (CSE: LXX) 

(NASDAQ: LEXX) (NASDAQ: LEXXW). This was my first extended conversation with Bunka since the 

Company was listed on the NASDAQ exchange. There are three points I suggest you watch for in the 

interview: 

1. LEXX never was a cannabis company. But it is clear today, LEXX is a biotech 

business and their current work exploring DehydraTECH™ technology to treat hy-

pertension is important and exciting. 

2. LEXX has only traded on the NASDAQ for some nine weeks but overall liquidity 

has increased significantly and trading and ownership of Lexaria by American in-

vestors has risen dramatically. 

3. The combination of potentially positive results from hypertension testing that 

should start flowing before the end of Q2 with many new American investor eyes 

on the prize could result in astronomical returns for investors. 

 

After you’ve read the interview, I’m sure you will be as excited as I am about the prospects for LEXX and 

https://ca.finance.yahoo.com/quote/KO.V/
https://ca.finance.yahoo.com/quote/LXX.CN?p=LXX.CN&.tsrc=fin-srch
https://www.nasdaq.com/market-activity/stocks/lexx
https://www.nasdaq.com/market-activity/stocks/lexxw
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LEXXW over the balance of the year and starting soon. 

 

Ohashi: Tell me about the change in your business philosophy from a year ago. 

 

Bunka: I think what has changed the most is our ability to carry out our business. We still do not want to 

become a drug manufacturing company. We want to hand off our technology to Fortune 500-type compa-

nies to run with. We know that the more evidence we are able to supply to regulators, corporate partners or 

even our public shareholders, lowers the risk and improves the chances of getting a positive start toward a 

business relationship. This means we must engage in lots of laboratory work, extensive animal studies 

testing primarily for toxicity and other adverse effects and smaller, early stage human laboratory studies. I’m 

talking 20 – 30 people in size. 

 

Ohashi: That all takes money….? 

 

Bunka: Yes, it was the financing we did in January 2021 that enables us, for the first time in our history, to 

do several projects at one time. If you think back, our previous human study was in May 2018 and that was 

the last time we had the money to do it. Now we have three human studies starting in the next 30 – 90 

days. It’s really unprecedented for us to be able to do this amount of work in a short period of time. That will 

prospectively give us the kind of data we need but were often lacking. When we knock on the door of a 

giant pharmaceutical company and say we want to work with them on hypertension, they say, show us your 

clinical data, what are your toxicology results and efficacy? This is the type of information and more we 

need it we are going to have a meaningful conversation with them. Otherwise, in almost all cases, they are 

going to say come back with this information and we’ll talk.  

 

In the old days, it would have taken us two or three years to be able to afford to gather this data. Now we 

have five studies for hypertension underway. By May and June we should have all the animal data and by 

September, October and December we should have the human data. That means, assuming the findings 

are good, we can have this data much sooner with a significantly higher level of confidence that we’ll need 

to be able to start a meaningful relationship. We feel we’ve cut 2 -3 years off our development time because 

we have the money to do this work. Finally, because of the relationships we’ve built with universities and 

laboratories around the world, these human tests that might cost on average $2.5 million each in Canada 

we are doing for roughly one-tenth of that cost.  

 

Our philosophy remains to spend as little was we can to gather as much data as we can to meet the 

minimum thresholds to work with Fortune 500 pharma. 

 

Ohashi: Now let’s move ahead a step. Assume it’s later this year or early 2022 and you have a positive 

from someone. Is it the royalty model you’re still after? 

 

Bunka: For the most part. There is one area we have been thinking about and we don’t have an answer 

ourselves and that is the hypertension market. If we think back to the 2018 human study we did, we were 

surprised to find we dropped blood pressure by around 5% with a 90 milligram dose of the DehydraTECH™ 

CBD. In the medical and pharmaceutical markets there are a couple of dozen hypertension products and 
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almost all of them produce a 10% - 20% reduction in blood pressure and most of them are in the lower end 

of that range. In the three human studies coming up, we are dosing at 300 milligrams in two and 450 

milligrams in the third. The 5% reduction we got in 2018 was basically just something that happened. Now 

we are upping the dosage by three to five times and we are looking to attain that 10% threshold. If we got 

15%, we’d be ecstatic.  

 

Consider that GW Pharma received FDA approval for their generic CBD treatment for seizures in children. 

Anyone can look up the data that is available and they were dosing 1,000 to 1,200 to as much 1,400 

milligrams per day in children. Even at those levels there were no serious adverse side effects reported. Put 

another way, GW Pharma were dosing a dozen times more than our 2018 study and three or four times 

stronger than our studies for this year and we already know from GW Pharma’s data, there were no serious 

side effects.  

 

Hypertension is a $28 billion market in four classes, one of which is ‘vasodilator’ that covers CBD so it fits 

that way. Equally as important, in our 2018 study, CBD alone did not reduce blood pressure. It was only 

CBD plus DehydraTECH™ that produced this result. We also know all of the other approved medications 

have serious side effects and from other people’s work and anecdotally from the millions of people around 

the world that have been using CBD, there may be no side effects. Finally, in the European Union and 

Australia we are already patented and in the U.S. patent pending to use CBD/DehydraTECH™ to treat heart 

disease. In the U.S. there are 3 or 4 hypertension drugs that each sell $1 - $3 billion a year. If all this comes 

together, as speculative as it may be, the response even before we consider a partner, might give us a path 

to competing in this market that might mean we will want to keep it ourselves. 

 

Ohashi: We can use GW Pharama as a very rough gauge of the potential here. GW Pharma’s potential 

market for treating two rare forms of epilepsy, Lennox-Gastaut syndrome and Dravet syndrome is only 

around $1 billion in total and that supported a takeover offer of $7.2 billion. In your case, the hypertension 

market is a $28 billion market and you are at a $35 million market cap. That means a 200X increase in 

LEXX to get to the same market cap and 28X more to adjust for the difference in size of the hypertension 

market….  

 

Bunka: Let’s start with all the acknowledgements. Recognize that GW Pharma broke new ground, they 

have FDA approval, they expect to generate $500 million in sales this year and they have all the intellectual 

property and experience gained in the process. All of that and more is perfectly understood and puts them 

three years ahead of where we might hope to be and maybe never will be. We expect to get our animal 

trials data back in May and June and the final results from our human trials data in September, October and 

December with preliminary data from the human trials three months before that schedule. Assuming it 

indicates a 10% to 15% reduction in blood pressure which I think is at least possible, then your arithmetic 

shows the upside is astronomical and some of that could be reflected in our stock price in the near future. 

 

Ohashi: I don’t want to get off track but do you have any comment on the British American Tobacco (BAT) 

investment in Organigram since you’ve been working with BAT as well? 

 

Bunka: Nothing factual about the Organigram. I mean they touch the plant which we don’t in that sense and 
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for the same $220 million BAT could have bought us five or six times over. That kind of transaction would 

be impossible with us and it isn’t what we are expecting. In terms of our relationship with BAT, the work is 

proceeding but it has been really slowed down by COVID. The U.K. got hit harder than many regions and 

there have been times when their scientists haven’t even been able to get into their labs. So the work is 

ongoing and we are in regular communication with them but that’s about all I can report at this time. 

 

Ohashi: I’d like to talk about the stock and trading since the NASDAQ listing. I’ve observed what seems like 

a turnover in the stock because there seem to be days of buying regardless of what the market is doing and 

some consecutive days of selling even though the cannabis group might be strong. What have you seen? 

 

Bunka: I’ve noticed a few things I can share and I know some things that I must keep confidential. For 

example, in the process of making the application to list on NASDAQ, preparing certain filings to the 

Securities and Exchange Commission (SEC) and in dealing with the investment bankers, Lexaria had to 

acquire shareholder lists to gather the information we were asked to provide. Also I have had conversations 

with various investors and investor groups since then. There’s a lot I can’t disclose due to confidentiality but 

there are certainly some things I can share. 

 

First and most obvious, the liquidity has improved by an order of magnitude. In the U.S. we are trading 20 – 

40 times more value on the NASDAQ than we were on the OTC. Liquidity in Canada has stayed about the 

same. When we did the NASDAQ listing and relating financing, some people were unhappy about the 

dilution. I’m still the largest shareholder and I didn’t like it either. But one of the things the increase in 

liquidity facilitated was it enabled anyone who wanted to sell, to sell without overly depressing the market. 

 

Second I have observations along the lines you mentioned. I always upset people when I say this but 

Lexaria is not a cannabis company. Certainly we are connected to the cannabis industry but in the same 

way that most people would say GW Pharma is not a cannabis company, neither is Lexaria. The message 

we will continue to deliver is Lexaria is a biotech company or perhaps a tech company. We’re not a 

pharmaceutical company because we don’t manufacture drugs. We’re not a cannabis company because we 

don’t grow and sell the plant. GW Pharma is not a cannabis company even though its only product is 

derived from the cannabis plant and we work with other molecules such as nicotine as well.  

 

The American investment audience is far more receptive to this message. This is a fact. Since we’ve listed 

on NASDAQ, the number of Canadian shareholders and the amount of stock they own is roughly un-

changed. At the same time, the number of American shareholders and the amount of stock they own has 

skyrocketed. For most of the previous two or three years, we were 45% owned by Canadians, 45% owned 

by Americans and maybe 10% internationally. Today, Canadian ownership of Lexaria has dropped to 

maybe 25% to 35%, international ownership is about the same but ownership by U.S. investors is up to 

around 65% or a bit more.  

 

In total our number of shareholders has increased. I am sure I recall when you dropped by last summer, I 

stated this was a strategic goal of pursuing a NASDAQ listing. We wanted to nurture a new investment 

audience of American investors. 
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Third, since listing on NASDAQ the investment capacity of our investors and the people I am talking to now 

as compared to 6 – 12 months ago is much greater. They are simply much larger investors. As a general 

observation I can say I am now talking to and Lexaria is receiving investment from individual American 

investors that are buying the equivalent of 1,000 Canadian shareholders. It is a profoundly different 

audience that is beginning to acknowledge us than ever before. 

 

Ohashi: Are you making any headway with institutional investors? 

 

Bunka: Absolutely. Our offering coincident with up-listing to the NASDAQ was almost exclusively institu-

tional. I would say 90% was institutional. On my call log, I would say I am now speaking to approximately 

one institution a day, certainly three or four a week. Interesting to note, many of the institutions that 

participated in that January 2021 offering have sold some or all of their position, they are very pleased and I 

heard from one of them recently who said they were more than willing to participate in our next offering. 

This has happened more than once and each time I thank them for their interest but tell them quite clearly 

we are not interested in issuing more equity at anywhere near current levels. We are well funded for the 

next two years and I have no plans to raise even $1 at the current market cap. 

 

Ohashi: At what point might you be open to taking in more money? 

 

Bunka: I would say at a market cap of $100 million at the soonest. As our market cap is currently around 

$35 million give or take, that’s roughly a triple from here.  

 

The data is justifying our decision to go for a NASDAQ listing. We have tapped into a new investor audi-

ence; we have completed for us a significant capital raise; we have attracted new shareholders; and so on. 

Remember we have only been on the NASDAQ for nine weeks! What we have seen is the institutions came 

in and provided around 90% of the capital we raised in January as part of our listing on NASDAQ process. 

These institutions have been taking profits and are very pleased. The new American retail investors have 

been able to buy up all that stock and the supply is running dry. All the while our share price has risen 

+50% or so since our funding. So we’re feeling very good about our decision to do this.  

 

Ohashi: From my point of view, combing the NASDAQ listing and the capital raise, if you can produce 

some positive results from your animal and human trials on hypertension and deliver those findings to this 

new, American investor audience, the impact on your market cap could be astronomical.  

 

Bunka: I couldn’t agree more. All the evidence I’ve seen, some of which I discussed with you today, points 

to this. If we deliver positive results from our trials over the next few months and communicate that to our 

new American investing audience, I believe there is reason for optimism with respect to our market 

valuation moving forward. 

 

Let me add one final point. In May 2020 we did a small financing with around 50% institutional participation 

that also participated in the January 2021 funding. In conversation with some of those institutional investors, 

they say Lexaria is one of the few companies that they have invested in over the past two years who has 

done what they said they were going to do.  
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Ohashi: Here’s what I like. When we look back at Lexaria with the benefit of time, say in five years, we will 

see the NASDAQ listing was a key element in your success. It will be much easier for people to recognize 

what an important step this was being able to look back rather than by looking ahead.. 

 

Bunka: I agree. In fact, I can tell you that had we not been able to do that financing in January 2021, we’d 

be out of money right now. We would have still been on that treadmill of doing small equity offerings one 

after the other that didn’t really give us a chance to break out operationally. As you have seen from the 

numbers we discussed earlier, our shareholder base wasn’t really growing. We were able to maintain it but 

it was stagnating. Looking back at 2020 from an operating point of view, the only thing I regret is we didn’t 

do this two years earlier. 

 

Ohashi: thank you for the time. I think the numbers you shared with us on the changes taking place in your 

shareholder base will be of interest to my readers. It really paves the way for good things to happen in 

terms of expanding your market cap in 2021 and beyond. 

 

Bunka: given what I have been able to share with you and with the support of information that must remain 

confidential, I can tell you if the changes we have seen after nine weeks had happened over the course of 

2021, I would have been very pleased. Let me close by saying that in our prospectus, we allocated funds 

for marketing and investor relations for 2021 and to date we have only spent 5% of that. Our “news” season 

is going to be May to December 2021 so we will have the ability to really get that message out at that time. 

I’m very happy with what we have done after just two months and, when our news cycle starts and we ramp 

up our publicity campaign, I would add that I think the best is yet to come.  

 

Conclusion: Lexaria Bioscience (CSE: LXX) (NASDAQ: LEXX) (NASDAQ: LEXXW) is one of the first 

companies I started to follow when I decided to get involved in the cannabis space. My first report on 

Lexaria was September 2016. It was one of my first big winners going from around $.35 per share to the 

$3.00 per share mark. Reviewing those initial reports on LEXX, we knew it was more of a technology 

company and that its applications went well beyond cannabis to include non-steroidal anti-inflammatory 

drugs (NSAIDs), nicotine and vitamins that were all industries much larger than cannabis. 

 

Nearly five years later, here I am making that point for a second time around. Learning that the combination 

of CBD and DehydraTECH™ had an impact on blood pressure was a little serendipitous but so was the 

discovery of quinine as an anti-malarial and penicillin as an anti-bacterial. If you think of the millions of lives 

saved by quinine and penicillin, a drug that would treat hypertension without serious side effects would 

produce a medical benefit of a similar nature. I don’t know if the LEXX formulation will work but I do know 

we’re not operating totally in the dark. It has already worked once. Also we don’t have long to wait because 

we should start seeing evidence from the animal and human trials starting in around three months and 

indications from the human trials starting in the next six months. 

 

I have worked with Chris Bunka, CEO, actively over these past five years and he is a major reason I am 

attracted to this company. His ability to pull off the NASDAQ listing and associated financing is a testament 

to his abilities. I think there is a chance that we will be looking back five years from now and saying this was 

https://ca.finance.yahoo.com/quote/LXX.CN?p=LXX.CN&.tsrc=fin-srch
https://www.nasdaq.com/market-activity/stocks/lexx
https://www.nasdaq.com/market-activity/stocks/lexxw
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the turning point for LEXX on its way to becoming a multi-billion dollar market cap biotech company. What is 

most exciting is that we could be saying something similar in five months. Is it risky? Of course it is. It must 

be to offer such potential. But I see it as a measured risk. A level that is acceptable to an aggressive growth 

investor.  

 

All the pieces are in place. The effect of the combination of CBD and DehydraTECH™ on blood pressure 

was a somewhat unexpected finding in a human trial almost three years ago. The positive effect on blood 

pressure was only found with the combination of CBD and DehydraTECH™ and not from CBD alone. LEXX 

holds patents on 

CBD and Dehy-

draTECH™ for the 

treatment of heart 

disease in Austral-

ia and Europe and 

a patent pending 

in the U.S. The 

already completed NASDAQ listing gives LEXX access to a much larger group of investors that are more 

receptive to technological investments. There is evidence this group is already getting positioned in LEXX 

common stock and warrants. The next round of trials on animals and humans is starting. Funding is not an 

issue. In this case, I think positive results from the laboratory will translate immediately into superior returns 

from owning the stock and/or warrants. It’s not bye-bye time. It’s buy-buy time. 

 

February 4, 2021: I spoke to Alvaro Torres, a founder and Chief Executive Officer of Khiron Life 

Sciences (TSXV: KHRN) (OTCQX: KHRNF) (TSXV: KHRN-WT.V). I was after 

a general update on the company but a particular part of my discussion cap-

tured my interest. I want to focus a bit on Khiron’s near term plans in Latin 

America. It happens there is a very recent newsletter that provides an excellent 

update on KHRN’s operations. To subscribe for the letter and receive the letter 

(ctrl-click here) To register for Khiron’s upcoming Investor Day on February 17, 

2021 (ctrl-click here) 

 

I am pleased to report that assuming KHRN is able to complete its plans for the next twelve to eighteen 

months, I think they will: 

1. Have verified a business model for medical cannabis that will be unassailable in Latin America. 

2. Their business will be protected by a business moat made up of strategically located clinics throughout 

Latin America. 

3. It will be a model that can be used in other international markets. 

 

Here is the timeline of Khiron’s entry into using clinics to serve patients in Latin America: 

October 24, 2018: KHRN acquires ILANS clinic in Bogota, Colombia with 100,000 patients 

January 14, 2020: Opens Zerenia branded clinic in Bogota, Colombia 

March 31, 2020:  Enters agreement with Tecnologico de Monterrey to educate doctors in an accredited diploma granting 

program. 

https://ca.finance.yahoo.com/quote/KHRN.V/
https://ca.finance.yahoo.com/quote/KHRNF?p=KHRNF&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/KHRN-WT.V?p=KHRN-WT.V&.tsrc=fin-srch
https://investors.khiron.ca/investor-information/news-events/ir-calendar/detail/5187/subscribe-to-the-newsletter
https://event.on24.com/eventRegistration/EventLobbyServlet?target=reg20.jsp&referrer=https%3A%2F%2Finvestors.khiron.ca%2F&eventid=3002371&sessionid=1&key=132B51F89A277D8D1AADD6CDB47FD509&regTag=&V2=false&sourcepage=register
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July 27, 2020:  Announces a total of 1,000 medical cannabis prescriptions written. 

November 27, 2020: Announces plans to initiate its Zerenia medical clinic strategy in Mexico. 

November 30, 2020: Announces a total of 5,600 medical cannabis prescriptions written 

December 1, 2020:  Opens Regional Zerenia clinic in Medellin, Colombia. 

December 7, 2020:  Colombia extends national health coverage to include medical cannabis  

December 31, 2020:  Announces a total of 7,300 medical cannabis prescriptions written 

 

Throughout this time, KHRN management was actively building Intellectual Property pertaining to the 

operation of clinics. In addition, it was educating Latin American doctors in the field of medical cannabis. 

The software for record keeping and information flow has been developed including a telemedicine 

application and more recently working directly with Colombian insurance companies to ensure they are up 

to speed. I spoke to Torres during this time and reported to you how impressed I was with the necessary 

but sometimes tedious work being done behind the scenes. Investors are impatient. It all took time and 

resources but I agree it was worthwhile. In addition, KHRN was able to move forward at a time when many 

other cannabis companies lacked the capital and, in the past year, worked through the effects of the 

COVID-19 pandemic. Now we are starting to see the rewards for this labour. 

 

Here are a couple of graphs that reveal what makes up KHRN’s growth potential. The chart below left plots 

the number of prescriptions that are written for each clinic appointment while the chart below right shows 

the growth in the 

number of doctors 

KHRN has writing 

prescriptions and 

the number of 

prescriptions per 

day each doctor is 

writing. As long as 

these numbers continue to increase, the growth in revenue will continue at a very high pace. Doctors today 

are writing medical cannabis prescriptions at three to four times the rate as nine months ago. We now know 

KHRN wrote 7,300 prescriptions in Latin America in 2020 with an 82% sequential growth rate in the fourth 

quarter of 2020 bringing the total number of prescriptions to nearly 10,000. There was a 50% compound 

monthly growth rate in medical cannabis prescriptions written between April and December 2020 and that 

continued through January 2021 and is continuing still. 

 

There is strong evidence of recurring patients that represented 41% of paid prescriptions in December 

2020. In addition, 95% of patients receive prescriptions by home delivery. Customer satisfaction score is 

9.3/10. 

 

The way to ensure a strong growth rate and build a competitive moat is to expand the number of clinics and 

that is what KHRN is now ready to do. The Regional Clinic in Medellin has proven successful. Eight out of 

ten consultations resulted in a medical cannabis prescription. They can produce 80% gross margins that 

means a payback of less than six months. So this will be the clinical model of the future especially since 

KHRN doctors are writing 90% of the medical cannabis business. 
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A Regional Clinic is built to house a receptionist with one or two doctors with required patient rooms. The 

clinics cost approximately CA $20,000 each and require less than a month to construct. Management 

concludes that making Zerenia clinics more accessible for patients will increase patient flow. At this time 10 

Regional Clinics are planned for Colombia in 2021. 

 

What is really exciting is the potential to grow outside of Colombia. Mexico is a market 5X larger than 

Colombia. Planning is actively underway and includes bringing doctors to the main Zerenia clinic in Bogota 

for a month of education and training before they return to Mexico to begin seeing patients. Although 

management is not ready to make an announcement at this time, I have the impression that the planning is 

well progressed. Brazil is another large component of Latin America that is compassionate care driven and 

is a medical cannabis market estimated to be larger than Mexico. 

 

The news last week of Jazz Pharma acquiring GW Pharma 

moves medical cannabis in the mainstream of health care. It is 

interesting to note Khiron sells a formulation that is very similar 

GW Pharma’s Epidiolex in Colombia. In addition, KHRN is the on-

ly company in the region with its own real world patient character-

ization data that has allowed health insurance coverage in Co-

lombia giving it the Colombian equivalent of GW Pharma and Ep-

idiolex in the U.S. After nine months in the market commercializ-

ing CBD and THC formulations, Khiron has demonstrated excel-

lent progress in patient growth relative to other international mar-

kets, collecting data and establishing their business model is working well as the chart to the left shows. 

 

Conclusion: I have been a long term supporter of Alvaro Torres and his management team. Although their 

methodology is detailed and meticulous, I am confident it has 

been for the best and the potential rewards are just around the 

corner. I believe the next twelve months will provide further proof 

of concept. In 2021, I look for KHRN to expand their clinics 

starting aggressively in Colombia and entering the Mexican 

market and possibly Brazil. I believe this is an approach that will 

resonate with the investment community and I expect KHRN 

shares to begin to better reflect the value that has been built over 

the past few years. 

 

January 28, 2021: Michael Perlman is Executive Vice President, Investor 

Relations and Treasury, Jushi Holdings Inc. (CSE: JUSH) (OTCQB: 

JUSHF). Perlman is my contact that I speak to on a regular basis with ques-

tions and for updates. JUSH has been very active in the past couple of months 

so I took advantage of Michael reaching out to me to provide an update. In the 

course of the discussion, I gained some insights into the company that I had 

not emphasized before. Rather than review the factual developments that have 

file:///C:/Users/admin/Documents/OneNote%20Notebooks
https://finance.yahoo.com/quote/JUSHF/
https://finance.yahoo.com/quote/JUSHF/
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been reported here already, I thought it would be useful to discuss these insights as they are very meaning-

ful for investors. 

 

(a) It seems many companies including Jushi are raising a lot of money at current levels. “Our 

philosophy is you want to raise capital when the markets are strong, before you need the money and you 

see there will be several opportunities to deploy the capital. We targeted early January and we worked 

hard, including New Year’s eve and New Year’s day, to make that happen.  

 

There are lots of things happening in our markets including Pennsylvania and Virginia that we think means 

our business will be moving forward rapidly in 2021 and we need to be ready. For example, Virginia is 

moving ahead much faster than most people think. There are a couple of bills including one that puts selling 

flower on the table that we think will come forward this year making it a 2022 or early 2023 event. So we 

need to get ready for adult use cannabis in some of the states where we are currently operating. There are 

also merger and acquisition opportunities out there such as the ones we recently announced in California. 

These did not have a large cash component but we would like to potentially get to ten stores in California in 

the reasonably near future. As we move toward that target, cultivation will come into play. It’s not a priority 

today but we expect to get there. A priority for us right now is Illinois where we have four stores currently 

and we can see further vertical integration as an opportunity. When you get into M&A activities, it helps to 

have a strong balance sheet. We’ve looked at Maryland and Massachusetts where we haven’t moved yet 

but if the right opportunity came along, we would do something. Right now we have $130 million on the 

balance sheet so we’ve put ourselves in a good position to bid on assets.” 

 

(b) This brings to mind your need for good people to go along with growth in physical assets. “We put a 

lot of emphasis on this. What we are seeing now is an extension of what’s been happening all along. We 

are now talking to more outstanding people in good positions in other industries willing to move into 

cannabis because the future looks very positive and secure. These are people we couldn’t have recruited 

two years ago that now have a much higher level of comfort with the cannabis industry. We have hired and 

are hiring very talented people who ran large non-cannabis retail networks. Jushi is going from 16 to 32 

stores fairly quickly. Probably 10 – 12 stores this year. We need to ensure we have good people to manage 

and operate the rollout and we’re doing that.” 

 

(c) You’re moving more aggressively into California. “We’ve been following California for three years and 

up to and including last year, we felt our capital was better deployed in Pennsylvania, Illinois and Virginia. 

But California has a lot going for it: a large affluent population, positive regulatory attitudes, limited dispen-

sary licenses in some areas, and so on. We know where we want to be and it isn’t San Francisco and Los 

Angeles where you are competing with everyone including the black market. We’re going to pick and 

choose. Santa Barbara (one of three) has an affluent population that doesn’t buy as much from the illegal 

suppliers. Grover Beach (one of four) where all the surrounding counties prohibit the sale of cannabis. We 

see an opportunity for a delivery business. In Palm Springs we got the first dispensary you pass when you 

leave the airport. You can’t miss it. The previous owner wasn’t maximizing the opportunity. They opened 

fewer hours per day, didn’t have a consumption room and let the facility get run down. In this case it was a 

location motivated decision. 
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Another reason we are looking at California is the competitive environment. California can be a difficult 

market but it is also where a lot trends start and we want to be a part of that.  Wherever you operate it is 

going to be more competitive than Pennsylvania, Illinois or Virginia where if you open a store, people will 

come. We know these markets aren’t going to be this way forever. So we also want to employ best 

practices from California into our current markets.” 

 

(d) Expansion potential into new geographical regions. “This is certainly possible. I mentioned Maryland 

and Massachusetts earlier. If regulatory change happens in New Jersey I can see us moving there. We 

don’t have anything to announce but hypothetically, we are certainly open to opportunities in different 

regions of the country. We are looking at “bolt on” acquisitions such as adding dispensaries to our existing 

network and we are looking at more impactful transactions as well. I mean something in Pennsylvania that 

expands our vertical integration could be very impactful. Right now we are approaching it from the point of 

view of the acquirer. We are looking to take over other operators. But if we found the right partner and 

considered it a fit, we could be a merger partner or the acquiree, if you will. Looking ahead, we think the 

space might be ripe for consolidation so you need to find the right dance partner. I mean we’re speaking 

very hypothetically of course. It could be one of the larger operators looking to add a mid-tier firm to get 

even larger but I’m more talking about two mid-tier companies wanting to become a large operator.” 

 

(e) Anything I didn’t ask about that you would like to add? “One of the things we think is important and 

perhaps a little under-appreciated is how much our decisions are based on data. We are doing a lot of work 

behind the scenes trying to understand the impact of brand and customer experience on customer behav-

iour and what goes into their purchasing decisions. Then we take that information and convert it into store 

design and traffic flow. There’s a lot work we are doing to learn what our online customers want as distinct 

from our in-store shoppers. We also do market research on the region, on our brands and outlets, customer 

surveys, and so on. This is all intellectual property that helps us with store design and merchandising. In our 

online business, we can see how it improves our conversion rates, our Google Analytics ratings and so on. 

All the things we’re doing on the back end where our team is doing a really great job. We can tell by the 

response that we are succeeding at looking at what the consumer wants and doing a good job at providing 

it. We increased our top line guidance from $28 to $30 million to $30 to $33 million for the fourth quarter so 

our growth pattern continues strongly.” 

 

Conclusion: this interview crystallized the idea that although Jushi does things by the numbers, it isn’t just 

a numbers game. It isn’t only about opening or acquiring dispensaries as fast as possible. It also involves 

gathering and analysing the data so each store is better off under the Jushi umbrella. It gives me confi-

dence that the next 1, 3 or 5 years is not waiting for the mistakes of the past to catch up with you. It means 

moving forward. There are subtle changes being made regularly that ensures the sum of the parts is getting 

bigger and better. This is important to a long term investor. 

 

Last October, one of our readers participated in the entire Jushi 

Analysts Day presentation and emailed to say how impressed he 

was with the executive team, the support they offered for their 

forecasts, a business plan that covered how they would succeed 

state by state, their ability to communicate and their willingness to 
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answer each question in detail. This reader concluded that Jushi with a then market cap of $0.3 billion 

compared to other multistate operators (MSOs) with market caps of $3 - $5 billion meant there was a lot of 

upside. The conclusion was that Jushi was a “real gem.”  

 

Jushi has moved up and on any given day recently, its market cap was around $1.0 billion. But the other 

MSOs haven’t been sitting still either so their market cap range is now $4.5 to $9.0 billion. Jushi has made 

up some ground in the recent past with its superior performance but there is still ample upside for Jushi that 

remains a “real gem.” 

 

IM Cannabis Corp (CSE: IMCC) Update following the acquisition of Trichome Financial.  

January 5, 2021 

 

IMCC is a diversified medical cannabis company operating out of Israel, 

Germany and with the acquisition of Trichome Financial (CSE: TFC), Cana-

da. I interviewed Oren Shuster, Director and Chief Executive Officer of IMCC 

to discuss the acquisition and other points of interest to IMCC shareholders.   

 

Conclusion: I think because IMCC shares responded negatively to the an-

nouncement while TFC stock went up smartly in price, investors concluded 

the acquisition was unfavourable for IMCC. I believe that is incorrect. As I said last week, the price action 

of both stocks on the announcement resulted from the outperformance of IMCC stock since signing of a 

letter of intent with TFC. IMCC is moving aggressively to enter the Canadian market because it sees an 

opportunity in an over supplied market that is going through the painful steps of correcting past mistakes. 

TFC is a strategic acquisition that provides IMCC with the “boots on the ground” to carry out an well 

considered plan to buy undervalued assets that are being dumped by owners with a three month outlook 

instead of a three year outlook. As regular readers know, I am a contrarian that believes in the idea that it 

is often better to move against the crowd than with it. In the time I have known Oren he has indicated his 

plans and he has done everything he promised although it may be taking a little longer to complete due to 

events beyond his control. Nevertheless, I have every confidence he will accomplish his plans for Canada 

as well and I think we will be well rewarded for participating in and supporting his efforts. 

 

Instead of the question and answer format I have used in the past, I am simply going to summarize Oren 

Shuster’s comments:  

 

“My background is technology and I established a business in November 1990. I ran the business very 

tight. I didn’t raise a lot of money. I used the money in the business. The technology market crashed in 

April 2000. It was a very difficult situation back then. In the beginning of 2001, I made my first acquisition 

because I thought the time was right. Everyone else was panicking and leaving the industry. It was one of 

the best things I have every done. In 2008 when the markets were crashing, I bought two more companies. 

It was a similar time. Everyone was in a panic. No one wanted to invest. They wanted to get liquidity. I 

think this time is very similar. Up until now, cannabis companies raised a lot of money and spent a lot 

money and now a lot of them are struggling. They are closing plants. They are getting rid of employees. 

But in two years, I think people will look back and say this was a great time to be buying assets. Some-

https://ca.finance.yahoo.com/quote/IMCC.CN/


25 
 

times it pays to do the opposite of what everyone else is doing.” 

  

“When we signed the Letter of Intent, we set a ratio between the share prices of IM Cannabis Corp (CSE: 

IMCC) and Trichome Financial (CSE: TFC). We didn’t set a price. What happened between when we 

signed the LOI and closed the deal is IMCC shares went up more than TFC so the TFC stock got a bump 

up in price when we announced the deal. But as I will explain, as the largest shareholder of IMCC, I’m not 

worried about the short term. My goal is to make IMCC one of the largest cannabis companies in the world 

excluding the U.S. in 2 – 3 years and TFC will help us get there. As I will explain, I need people I trust in 

Canada and that is very important.” 

 

“This is a strategic acquisition. This is not like many of the deals you see in Canada right now. We are not 

doing this to save money. We are doing this to make money. So will be doing more acquisitions in the 

future because I have very ambitious goals for the future. The next acquisitions we make will make the 

analysts happier because they will see the synergies and cost savings and so on. As I said, I want to make 

IMCC one of the largest cannabis companies in the world outside of the U.S.” 

 

“Israel is having another wave of infections and the government is moving to more restrictive lockdowns 

but things are more normal than they were in the spring of 2020. Our vaccination program is going very 

well. Over 1 million people have been vaccinated now and as soon as we get more vaccine, the country 

could be fully vaccinated in two months. So it is difficult, of course, but we are getting by.” 

 

“You (Ted) and I talked about this casually some time ago and you said as a contrarian, it would be a good 

move but maybe not fully understood right away. So let me give you my thinking from ICC’s point of view. 

Right now if you look globally, you have the United States that is the largest market but cannabis isn’t fully 

legal at the federal level. Then you have Canada that is the largest legal market and after that Germany 

and Israel. We have a very good position in the two largest international markets – Germany and Israel. 

For us, we have a well-established position in these two markets. We are in a solid position so our growth 

is only limited by the demand for product, that is, the market growth.” 

  

“In looking for new markets, I looked at the European Union but I concluded it was premature. I don’t want 

to be in a market just to say I am there.  

1. I concluded the biggest opportunity right now is Canada. That market is over-crowded, At the same time, 

many companies have wasted their effort in Canada and now they are struggling. But the market is 

growing and 40% is still in the black market so the opportunity is there. With all the closures, the supply 

and demand will come into balance and the black market will continue to shrink, perhaps almost disap-

pear.  

2. Most of the companies built their facilities with the wrong cost structure and that will be very difficult to 

change. You have to close facilities and fire people. You have to restructure the balance sheets and the 

equity position.  

3. People that built the company can’t do the restructuring. It takes a different mentality to make the changes 

that are necessary. So the industry is going through that process but it is very difficult. Right now every-

body’s doing that and they are at different stages. Once this process is completed, supply and demand will 

be back in balance and things will turn around and start to go up again. 

https://ca.finance.yahoo.com/quote/IMCC.CN/
https://ca.finance.yahoo.com/quote/IMCC.CN/
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4. IMCC has been totally in the medical cannabis market. We deal with pharmacies and physicians. The 

recreational market is totally different. Again, it’s a totally different mentality. So when markets go to 

recreational cannabis, I want to be ready. I want to have the products. The people. The experience for that 

market. Also, in Israel, we have a good climate to grow outdoors. It makes better sense given our envi-

ronment. But recreational users believe indoor grown product is better so we need experience with that. 

5. Finally, I happen to believe 2021 is going to be very similar to 2020 from a COVID point of view. I think 

travel is going to be restricted. I am in Israel so if we are going to expand in Canada, I need good people 

on the ground there. I need people who I trust can do the job. I need a team that can do the mergers and 

acquisitions in Canada and do the restructuring.” 

 

“I have known Trichome Financial and their people for quite some time. I watched them acquire James E. 

Wagner Cultivation, a Licensed Producer that had gone bankrupt, and turn them around. I talked to other 

companies as potential acquisitions but because of the COVID related difficulties, I was comfortable with 

TFC. I wanted to push aggressively during COVID because no one else is expecting it. I think if we move 

now, after COVID when other people wake up, IMCC will be in a totally different position. We expect to 

finish our up-listing to the NASDAQ in the first quarter of 2021 and we still have $10 million in the bank. 

With the TFC acquisition, we assume $10 million in debt that I think we will retire in 18 months. I think this 

is a perfect time to be moving aggressively into the Canadian market. In the Canadian market we need 

volume. So TFC is our starting point but it is very important because it gives me the team that can do what 

I want. Now we will be moving ahead to expand further into the Canadian market.” 

 

“I am doing this because my goal is to be one of the largest cannabis companies in the world in 2 – 3 

years. I think we can do this without attracting too much attention to ourselves. We have a plan and we will 

get there if we continue to do the work. This is not a money saving acquisition. I am looking for medium to 

long term growth.” 

 

“As an update to our current operations: 

1. In Germany we are working to educate the doctors which is very challenging with COVID. The doctors 

have to prescribe your brand for their patients so that is what we are working toward. But Germany is 

suffering very much from COVID so they are in lockdown. As a result, our progress in German has been 

slower than anticipated but I think we will growth pick up nicely say in the middle of 2021 or the third 

quarter. Germany is still the largest cannabis market in Europe so we don’t have to worry about it. But 

COVID was outside our control and that has slowed us down. 

2. In Israel, the medical market is growing so the only question is how quickly. The recreational market is 

coming but I think that is beyond 2021. We learned recently, the Israeli government wants to increase 

exports of cannabis but again I don’t expect that to have a big impact on 2021. 

3. It is these conditions around the world that create the opportunity I want to take advantage of by making 

acquisitions and growing in Canada.” 
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Comment: In Shuster’s context, the TFC acquisition is the first step in a longer term plan on the part of 

IMCC to establish a strong presence in the Canadian market. It happens that last week I outlined some 

reasons we 

should begin look-

ing at the Canadi-

an cannabis mar-

ket as a place to 

invest after a cou-

ple of years of 

staying away from 

the group. In addition, IMCC is proceeding with its up-listing to the NASDAQ exchange and those investors 

should find this strategy very appealing. IMCC through TFC will be approaching acquisitions using a 

“hands on” approach, finding and identifying undervalued assets and turning them around much as 

happened with James E. Wagner Cultivation, a bankrupt Licensed Producer. Also I inferred during our 

conversation, IMCC intends to move quickly. There are cannabis assets out there that can be acquired at 

great prices but this is a condition that may not last long. So I think we will see IMCC strike while the iron is 

hot. I suggest investors that have not taken a position in IMCC yet should do the same. 

 

November 2020: I spoke to Chris Bunka, Chief Executive Officer of Lexaria. The 

most important message in the Press Release (see news release here) was in 

the heading, “Asset Sale in Preparation for US National Securities Exchange 

Listing.” In other words, given the U.S. Federal Government regulations relating 

to cannabis and the application of those laws by the senior exchanges, there 

were certain aspects of LXRP’s technology that put them in conflict with listing 

requirements. The transaction described in this Press Release removes this con-

flict and paves the way for LXRP’s up-listing. 

 

This step was necessary for the up-listing to a national U.S. exchange. But as LXRP management 

analysed the situation and how to work around the conflict, they began to realize THC wasn’t a contributor 

to the bottom line at this time. On the other hand, right now CBD powder sales are growing 1,000% per 

annum. In any case, from the perspective of LXRP’s broader strategy, it is not so much what it wants to do 

but what it’s allowed to do. 

  

Once it was determined what had to be done and how it was going to be done, LXRP quietly put the 

transaction out to a competitive process. It started over four months ago and they received expressions of 

interest and inquiries from companies large and small. This was trimmed down to a short list sometimes by 

bidders dropping out and other times by LXRP declining proposals. Through this process, Hill Street 

Beverages (TSXV: BEER) emerged successful. It probably helped that LXRP knew Hill Street and Hill 

Street knew LXRP and was familiar with the technology. In the end, I appears BEER wanted and needed 

the technology more than the others. LXRP is very satisfied with the outcome. 

  

In this transaction, Lexaria is selling a license for the global rights to DehydraTECH™ for non-

pharmaceutical applications of the THC molecule. LXRP retains ownership of the technology and all the 

https://ca.finance.yahoo.com/news/lexaria-bioscience-sells-non-pharmaceutical-113000016.html
https://www.google.com/search?q=stock+quote%2C+hill+street+beverages&rlz=1C1NHXL_enCA758CA758&oq=stock+quote%2C+hill+street+beverages&aqs=chrome..69i57.13659j0j7&sourceid=chrome&ie=UTF-8
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Intellectual Property associated with it. Lexaria also retains the pharmaceutical cannabis applications of 

the technology. In other words, everything to do with CBD stays with Lexaria. Also there are well over 100 

studies worldwide with THC as a pharmaceutical and LXRP will retain those rights as well when they are 

developed. LXRP’s general objective at this time is to move into the pharmaceutical space and this 

transaction is also consistent with that goal. The nutraceutical and medicinal cannabis applications are 

shared. Hill Street is taking a ten year license on CBD for which it will pay LXRP a royalty. This means: 

1. LXRP has a $2 million note at 10% so it receives $200,000 a year in interest until the debt is paid,   

2. On the nutraceutical and medicinal side, LXRP pays nothing until the entire purchase price in shares and 

the note is paid after which it will pay a royalty to Hill Street. 

3. Hill Street pays LXRP royalties on the use of CBD applications. 

4. Finally, LXRP will be a major shareholder in Hill Street. The exact percentage cannot be calculated at this 

time but it will probably be in the range of 15%. If Hill Street is successful, LXRP participates in that 

success. 

Hill Street has strengths in branding and marketing that LXRP has witnessed. Hill Street were relatively 

late entrants into the industry and didn’t ever get the investment banking support they needed and that has 

impeded their progress. But they stayed with it and this transaction should be really empowering. Hill 

Street has ideas for new products taking advantage of the agreement and is expected to move ahead 

strongly. 

 

To provide some further perspective, here is a chart LXRP produced a few years ago that I have repro-

duced from time to time. The chart shows the relative size of 

the markets in which DehydraTECH™ may have applications. 

In addition, there might be another bar or two to add to the 

chart today. (See (f) below). In that time, the numbers have 

changed somewhat. Depending on what sources you use, for 

example, cannabinoids might be close to the size of the 

vitamin market plus or minus at this time. The nicotine market 

is still likely substantially larger than the rest. (See a brief 

comment on that below). What LXRP is “selling” is a part of 

the cannabinoid market. They are not abandoning the 

cannabis market as they retain a substantial part of it. 

 

From LXRP’s point of view, on the pharmaceutical side, the potential for CBD as a treatment for hyperten-

sion is one exciting example. This is a $24 billion market. The vasodilator market is 25% of the hyperten-

sion market and currently every FDA approved drug has serious side effects. So a CBD vasodilator 

product could have enormous potential. In addition, consider that Moderna that is in the news as the other 

potential supplier of a COVID-19 vaccine along with Pfizer, at the time of writing has not developed an 

FDA approved drug, has been turned down by the FDA on some applications and trades at a market cap 

of $36.5 billion! This is the potential LXRP is working to tap into. 

 

This transaction represents one of the first and certainly the single largest obstacle that LXRP had to 

overcome in the senior exchange listing process. It goes without saying LXRP also needs a $4.00 stock 

price for the NASDAQ and somewhat less for the American. Chris Bunka, CEO, is the largest shareholder 
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1 Marijuana Model Portfolio published by InvestorsHub March 29, 2019. 

so he understands the issues related to a rollback. But this is not an effort to get the stock price up to stay 

listed where you already are. LXRP is doing this to accommodate an up-listing and the market should 

accept this event as a positive development. This will allow LXRP to be accessible to around 90% of the 

investment capital that currently cannot invest in the company and it will also mean LXRP can be traded on 

the Robinhood exchange. These advantages will more than offset any perceived issues relating to the 

rollback, in my estimation. 

 

The remaining issues prior to up-listing are relatively routine:  

i. Some small changes in the Board of Directors committee structures 

ii. A prospectus completed, which is underway, and accepted by the Securities and Exchange Commission 

(SEC) 

iii. Final approval of the exchange LXRP applies to which is an ongoing process  

If it wasn’t for U.S. Thanksgiving and Christmas coming up in the remaining six weeks of the calendar 

year, the change would probably have been completed in 2020 and still might be but short of something 

totally unexpected, Bunka believes it will certainly be completed in January 2021. 

 

Conclusion: If I consider the stock price, I look forward a couple of months. Early in 2021, LXRP should 

be listed on a senior U.S. stock exchange. It will have a fraction of 

the 90 million shares that are currently outstanding and it will 

have cash in the bank as a result of a financing coincident with 

the up-listing and the support of one or more strong investment 

bankers. U.S. institutional investors, family office investors and 

investment funds will see an early stage pharmaceutical company 

with considerable upside potential and, for the first time, will have 

an opportunity to invest. Given this potential, I expect LXRP to be 

trading at much higher than the equivalent of the US $.20 per share it trades at today. 

 

August 2020: I am initiating coverage of Jushi Holdings Inc. (CSE: JUSH) (OTCQB: JUSHF) at a 

price of CA $2.77 per share. My reasons are: 

(a) Jushi was brought to my attention by Denis Arsenault who I have known and been in touch with since he 

was CEO of Organigram Holdings. Organigram was one of the first companies I covered in the cannabis 

space with my initial report on Seeking Alpha on September 21, 2016 at U.S. $1.25 per share. I subse-

quently sold on March 29, 2019 at U.S. $6.75 per share – a nifty 5-bagger.1 Going back to that original 

report, my very first reason for liking the stock was “Management has personal skin in the game.” Denis 

Arsenault, CEO, wrote a large cheque at an early stage to become the largest shareholder in [Organigram] 

the Company. Arsenault is a major investor in JUSHI and a Special Consultant to the company and I would 

learn that the founders/insiders including Arsenault have invested over $45 million side-by-side with 

investors. So when Arsenault contacted me to tell me about Jushi, I was anxious to hear what he had to 

say. 

file:///C:/Users/admin/Documents/OneNote%20Notebooks
https://finance.yahoo.com/quote/JUSHF/
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(b) Arsenault put me in touch with  Jim Cacioppo, founder, CEO and Chair and Michael Perlman, Executive 

Vice Presi- dent, Investor Relations and Treasury. Cacioppo’s background com-

bines hedge fund management: [Co-Founder and Managing Partner of One East 

Partners (US$2.3 billion (peak AUM), President and Co-Portfolio manager of 

Sandell Asset Management [US$5.5 billion (peak AUM)], head of Distressed Debt for 

Halcyon Management (US$9 million)] with significant experience in private eq-

uity and operating management. Given my personal interview and watching 

other Cacioppo interviews and presentations, I am confident in his ability to 

fulfill the business plan. 

(c) The other founders are: 

1. Erich Mauff, Founder, Co-President and Board Member has a combination of financial and 

managerial experience. Mauff spent over 20 years a Deutsche Bank, first as head of Capital 

Markets & Treasury Solutions then serving as Managing Director and Vice Chairman of 

Corporate Finance North America. Mauff competed in the Olympics for South Africa’s Men’s 

rowing team in 1992. 

 

2. Jon Barack, Founder, Co-President and Corporate Secretary has extensive financial and 

cannabis investing experience. Barack spent over ten years in investments at various 

hedge funds including five years at One East Capital Advisors where he focussed on 

cannabis investment.  

 

 

(d) Jushi is focused on building a multi-state operator (MSO) portfolio of branded cannabis and hemp-derived 

assets by taking advantage of management’s hedge fund backgrounds - through opportunistic acquisi-

tions, distressed workouts and competitive applications. The business model is to: enter a selected state, 

build and/or buy a vertically integrated operation from growing to processing and sell through dispensaries. 

JUSHI currently operates in seven states of which Pennsylvania, Illinois and Virginia are the most im-

portant. These are high growth states with tremendous opportunities. They also have a presence in 

California, Nevada, New York and Ohio.  

(e) Let’s have a closer look at the three key provinces: 

1. Pennsylvania (PA): is the 5th largest state with a population of 12.8 million. PA operates a limited license 

regime that creates a high barrier to entry for competitors. In addition, there are positive signs the state will 

move toward legalization of adult-use cannabis in the near future. This past week, Governor Tom Wolf 

placed legalization of adult-use cannabis at the top of his fall agenda. This makes PA a highly desirable 

region to be operating in. There have been ≈ $720 million in sales in PA since inception and there are 

approximately 289,000 registered patients and caregivers. JUSHI solidified its leadership position with the 

closing of the acquisition of 100% of the equity of Pennsylvania Medical Solutions LLC (PAMS) from Vireo 

Health International. As Vireo was a motivated seller, the transaction was a win-win. The acquisition adds 

a 90,000 sq. ft. indoor cultivation and processing facility. The expansion doubling the cultivation area to 

45,000 sq. ft. is now complete. In addition, by applying its knowledge, JUSHI expects the yield to be 

increased by two to three times to provide 800 to 1,000 pounds of dried flower per month. Also, the current 

CO2 extraction will be supplemented with new Class 1, Division 1 ethanol extraction technology. JUSHI 

has eight operational dispensaries and is licensed for up to 15 dispensaries. JUSHI has a purchase option 
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for an additional three locations.  

2. Illinois (IL): is the 6th largest state with a population of 12.6 million and both medical and adult-use 

marijuana is legalized with adult-use sales starting on Jan 1, 2020. Cannabis sales are projected to reach 

$2.5 billion in annual sales at market maturity. JUSHI has two operational medical/adult-use dispensaries 

and plans to open two additional adult-use dispensaries in fourth quarter of 2020 at which time it will have 

a market share of approximately 4%. 

3. Virginia (VA): entered the state by acquiring the majority of the membership interests in Dalitso LLC, at 

the time one of only five applicants to receive conditional approval for a permit issued by the Virginia Board 

of Pharmacy to cultivate and process medical cannabis and to dispense and deliver CBD oil and THC-A oil 

extracts. VA is the 12th largest state with a population of over 8.5 million. It has a restrictive license policy 

that creates a high barrier to entry and an opportunity for early movers to attain a dominant position. JUSHI 

has the potential to gain a 25% to 30% market share in VA. JUSHI’s region is Health Service Area II, the 

northeast region of VA that has a population of 2.5 million and the highest per capita income. Management 

expects to be up and running with one dispensary this year with the intention to add one or two more in 

2021. JUSHI currently has an exclusive license for six total outlets in VA. 

(f) At present Jushi has 10 stores open and 20 stores planned to be opened. Eight of these are In 

Pennsylvania where they are licensed to have 15 stores. In Illinois, they have two stores and two stores 

under construction that should be open this year. In Virginia they have an exclusive for six stores with the 

first to open this fall. In Nevada they are building out their cultivation and processing and expect to be 

growing in the summer of 2021 with distribution before the end of this year. In California, an outlet in Santa 

Barbara is expected to open by the end of September or early October and an outlet in Culver City will 

open next year. JUSHI is looking for an opportunity to get 

into cultivation and processing.  

The chart to the left provides a summary of JUSHI’s posi-

tion as illustrated in a recent investor presentation. Please 

note that all of the disclaimers that were provided and ap-

plied to the presentation, apply to this chart as well. Also 

note, things are changing rapidly in JUSHI’s world so 

some of the data may already be dated. I have included it 

here to give readers a very general idea of JUSHI’s U.S. 

footprint in an easy to understand format.  

(g) One important aspect of JUSHI’s business plan is the 

idea that in the process of legalizing medical and/or rec-

reational cannabis in U.S. states, many licenses were issued to people without the necessary experience 

to operate and finance the business required to utilize the license. JUSHI management believes this 

creates opportunities to develop part of their growth through acquisitions. When you combine this with the 

intention to operate from seed to sale in each state selected, we can see where management’s unique 

investment skills come into play. Because each state has different rules and regulations, I find this a 

sensible approach. Also it means JUSHI is not dependent on third party suppliers of goods or services. Of 

the three main states JUSHI operates in, Pennsylvania is the best current example of management’s 

ability to combine acquisitions and competitive applications. It also means JUSHI is actively looking for 

acquisitions and opportunities in other states. 

(h) JUSHI has a super voting share that is convertible into 100 Subordinate Voting shares and each of those 
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shares has 10 votes, in other words, 1,000 votes per super voting share. Ordinarily I would avoid a 

company that has issued super voting shares. Super voting shares are often used to enable management 

to protect themselves from shareholders who may decide to change directors or vote against management 

wishes. More importantly, I want to be invested in the same shares as the management/insider group. In 

this case, I am overlooking this because since taking over, the three founders of JUSHI and Denis 

Arsenault, Special Advisor to the Board have written cheques to invest in JUSHI for ≈ $45 million of the ≈ 

$220 million raised since inception. This is 20.5% of the total capital raised. In addition, the founder/insider 

group has participated in many of the financings as they have taken place. CEO Jim Cacioppo told me he 

has invested in every offering since inception and he accounts for roughly half the $45 million referred to 

above. This was also not a case of the founder/insider group loading up at the lowest prices. With the 

investment the management/insider group has made to date, I am confident that management’s goals are 

perfectly aligned with investors and our support is well justified. 

(i) JUSHI is comfortably financed having just closed on U.S. $33 million of subscription receipts for a 10% 

senior secured note with warrants to acquire subordinate voting shares and ended Q2 with over $50 

million in cash and short term investments. Arsenault, CEO Jim Cacioppo and the other founders are well 

versed in the capital markets, are connected with large, sophisticated investors and have deep pockets 

themselves. As a result, financing growth should not be a concern in the foreseeable future. 

(i) The market seems to have recognized that certain companies and industries have their business helped 

by the fallout of the pandemic: Amazon, social media, online gaming, and so. The cannabis group is in a 

similar position and represent value today that will be realized as investors see cannabis is one of those 

industries that can thrive in these difficult times as well as better times. For example, JUSHI did not open 

any new stores between March and May 2020 but sales increased by 30%. I also like the JUSHI model of 

being vertically integrated in each state so that they control their own destiny. It also means, we will 

probably see a consistent flow of positive developments as we move ahead from here. In addition, I think 

this is a value added investment for the portfolio by virtue of my past relationship with Denis Arsenault and 

the fact that JUSHI is in the earlier stages of building analyst and institutional coverage. This is an ideal 

time for us to be buying the shares. 

(j) The leading MSOs include but are not restricted to Curaleaf (CSE: CURA), Green Thumb (CSE: GTII) and 

Trulieve (CSE: TRUL). These are all fine companies and have done very well for their investors recently. 

At this point, however, their market caps based on Yahoo Finance are: CURA (>$6 billion), GTII (≈$4 

billion) and TRUL (>$3 billion). JUSHI has a market cap of ≈ $280 million. I would rather own JUSHI at 

current prices and watch it evolve into a valuation such as those accorded TRUL or GTII or CURA. I 

believe JUSHI management has the ability to grow a business similar to these over time and the ability to 

capture investor imaginations along the way. 

(k) Last week JUSHI published an important quarterly report. JUSHI reports in U.S. dollars. 

1. Q2 revenues came in at $14.9 million for sequential growth of +73%. This was right on target from the 

guidance given after the first quarter. 

2. The revenue increase was driven by the acquisition of two medical marijuana dispensaries in Illinois, one 

that began serving adult-use customers in March and the other in May, strong organic revenue growth at 

the BEYOND/HELLO stores in Pennsylvania, and successful procurement of product in these two supply 

constrained markets. 

3. Gross margin improved to 50% from 48% in the Q1 producing an 80% increase in gross profit from Q1 due 

primarily to an increase in adult-use sales, improved product mix, improved purchasing practices and more 
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disciplined promotional offers. 

4. Cash and short term investments totalled $50.5 million at the end of Q2 which leaves JUSHI in a healthy 

liquidity position. 

5. Q3 revenue is expected to reach $22 to $25 million or sequential growth of 48% to 68%. Management 

reaffirmed Q4 revenue expectations of $25 to $30 million. Management expects to attain breakeven in Q3 

and positive EBITDA in Q4. As production comes on stream in Pennsylvania moving forward and when 

combined with higher adult-use sales and wholesale distribution to third parties, margins should benefit as 

well. 

6. For 2021, management reaffirmed revenue guidance of $200 to $250 million and added EBITDA guidance 

of $40 to $50 million. 

 

This quarterly report was very important because management expectations for 2021 revenue in the $200 

to $250 million range seemed unattainable given recent quarterly revenues of only $6 to $9 million. But 

revenue for the month of July was at an annualized run rate of $89 million and August has continued to 

see the positive trend continue. With additional store openings, production of biomass gaining momentum 

and the potential for additional acquisitions, suddenly the road to 2021 sales of $200 - $250 million 

becomes clearer. These results go a long way toward supporting management expectations and as that 

positive momentum in credibility builds, the valuation of JUSHI should move much higher. 

   

Conclusion: I am convinced that JUSHI has the management skill mix necessary to move their business 

plan forward in an efficient and timely manner. At the present time, JUSHI is poised to gain significant 

market share in PA, IL and VA, a region that has a collec-

tive population almost equal to Canada. In addition it is an 

ideal fit for what I look for in an attractive investment oppor-

tunity. It is a company with an excellent management 

team, a well-conceived and considered business plan that 

incorporates their unique skill set and JUSHI is in the early 

stages of gaining a market following building on an attrac-

tive valuation level. I see JUSHI as a candidate to join the 

multi-state operator, U.S. $1 billion market cap club. This could happen sooner because of JUSHI man-

agement’s ability to find, evaluate and negotiate accretive acquisitions in the industry. I think JUSHI is most 

suitable for aggressive growth investors. 

 

Disclosure: I have no business relationship with JUSHI and I am not being compensated by them for 

providing coverage. I do not have an ownership interest in JUSHI and do not intend to buy any shares in 

the foreseeable future.  

 

July 2020: I had a call with Paul Rosen, interim CEO of 1933 Indus-

tries (CSE: TGIF) (OTCQB: TGIFF) This was my first opportunity to speak 

with him since his appointment as Interim Chief Executive Officer. TGIF 

shareholders first became aware of Rosen in March 2019 when he was 

the sole placee of a 10 million units offering at $.45 per unit making him 

one of the largest shareholders while providing TGIV with CDN $4.5 mil-

https://ca.finance.yahoo.com/quote/TGIF.CN?p=TGIF.CN&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/TGIFF?p=TGIFF&.tsrc=fin-srch
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lion in working capital. 

 

The 2019 Press Release said, “Paul Rosen is a noted career entrepreneur, management consultant and 

public speaker. Over the last 6 years, he has become one of the most active entrepreneurs and investors 

in the emerging global cannabis industry.  He is a co-founder of PharmaCan Capital Corp., and served as 

President and CEO for three years, following which the company underwent a corporate rebranding to 

become Cronos Group (NASDAQ: CRON; TSX: CRON). Paul is a founder and former CEO & Chairman of 

Tidal Royalty Corporation (RLTY.U.CN) and sits on the Boards of iAnthus Capital Holdings (IAN.CN), Hill 

Street Beverages (BEER.VN) and High Tide Ventures (HITI.CN).” 

 

Rosen: since becoming a shareholder I have been in an advisory role trying to help the company navigate 

some problems and opportunities as well. So I know 1933 has a good asset base and market. Obviously, 

COVID has had an overall negative impact on the Las Vegas and Nevada economy, especially given its 

dependence on tourism. In addition, Las Vegas was one of the few jurisdictions in the U.S. that closed its 

dispensaries. So our first objective is to get our sales ramped up now that Las Vegas has started to reopen 

and many of the hotels are now open.  

The other factor we have going in our favour is the new building, our greatest capital investment, has yet to 

report any significant contribution to revenue in a quarterly report. It was delayed for a number of reasons 

but now it is operating at about 85% of capacity and we are in a position to harvest 500 to 600 pounds of 

high quality flower a month. So for the first time in a while, we have a significant amount of flower.  

At the same time we have reviewed each senior employee and made a decision on who we wanted to 

keep. This happened at the very top level of the organization. So I am there as the new CEO, we have a 

new President in Eugene Ruiz who is a CPA, we have a new Chief Financial Officer who is also a CPA, we 

have just hired a new sales person who is very familiar with the Las Vegas cannabis market, we have the 

skilled growers we need and, as I mentioned, a meaningful amount of product to work with. If we look at 

1933 today, we have never had as much product available for sale so we have to get out there and sell it. 

Let me put it this way. If we were a restaurant, our kitchen is nine times larger than it ever was before. It’s 

not lost on me that we still have to get out there and sell it but I think at least that’s doable. No one will give 

me a Harvard MBA for this but one of my priorities is to get revenues up and costs down. 

 

Along with this, we are taking our balance sheet much more seriously. You know when you really pay 

attention to your balance sheet? When it’s your own money. I’ve been involved with small public or even 

private companies where I had to write the cheques myself. I think we all know now that the cannabis 

industry hasn’t been run with any financial discipline. It’s been like kids at a house party. As long as people 

kept showing up with beer, people kept drinking it. But we’re all learning that the cannabis industry isn’t 

special. You can’t keep spending more money than is coming in. It catches up to you eventually. So one of 

my goals from day one has been to improve the balance sheet. 

 

We had debentures coming due in September 2021 and it was my view that we had to retire those 

debentures or at least get them to a point where they weren’t dragging down our balance sheet. So we 

made a proposal to the debenture holders that first, they could convert into common stock at $.10 per 

share; second, the company can defer all interest payments on the debentures until the September 2021 

maturity; three, we can make the interest payments in shares rather than cash; and four, if 1933 stock 
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trades at above $.15 per share for a certain period of time we can force conversion of the debentures. I 

saw these debentures as an overhang preventing new capital from coming into the company. So we’ve 

dealt with that. 

In summary, we could look at it like a chess game but for the next few moves you don’t have to be a grand 

master. I felt we had reform management, strengthen our balance sheet and have a laser-like focus on 

getting the company cash flow positive as quickly as possible. All these things are underway now and we 

still have a lot of work ahead of us but we’re working to a plan. 

 

Ohashi: Are you saying there wasn’t a plan before? 

 

Rosen: No. I guess what I mean is there was a plan but too much of the plan depended on hope. That 

wasn’t good enough. Right now there’s a whole different level of discipline in the company. It happens right 

now we have a lawyer and two CPAs at the top. Now we have run companies before so we don’t lack that 

experience. But we get a daily cash flow report, a daily sales report, a daily accounts receivable report, a 

daily bank report and so on and we study these reports like they are an oracle. When I was on the outside, 

it wasn’t that clear to me but now that I’m looking at it from the other side, these had to be done urgently. 

The company was not performing well enough. Sales were going in the wrong direction. Cash was going in 

the wrong direction. The stock price was going in the wrong direction. 

 

Ohashi: It’s not lost on me that you’re a significant shareholder. Perhaps the largest shareholder. So as 

the interim CEO, is it your plan to be there for a while? 

 

Rosen: My appointment did not come with a deadline. I will be here as long as it is in the best interest of 

our shareholders and as you pointed out, one of them is me. So part of my motivation is to back up my 

investment. I could be here for a long time but maybe not as the CEO. Right now, 1933 needs a strong 

executive management team so I am part of that. I’m not going anywhere in the short run because I have a 

lot of skin the game and I want to get all my money back and more which I think is very doable.  

Right now Eugene Ruiz is in Nevada and I’m not and I can’t go there so we are like co-CEOs. Our 

chairman is also doing an incredible job for us. I believe we will always have great people to call on to take 

my place when the time is right. After that who knows? But I expect to be around for a long time and 

perhaps a place on the board will be more suitable at that time. Right now I am on board this ship and plan 

to stay there at least until 1933 is on much stronger footing. 

 

Ohashi: Las Vegas has reopened and things are picking up. Is that having an impact on the Company? 

 

Rosen: Las Vegas probably suffered more from COVID than any other region in America because it’s so 

uniquely dependent on tourism. The biggest employers are hotels and restaurants collectively. Las Vegas 

is crawling back. They have opened the hotels and restaurants and they’ve reopened the dispensaries 

which is all good. They reopened and then closed the bars. The Las Vegas economy is off its lows that 

was probably April but it isn’t all the way back. I think Las Vegas realizes it can’t go back to a complete 

shutdown. So it has to find the right balance between the economy and safety for residents and visitors. 

It’s summer time so it isn’t high season but I am cautiously optimistic about the fall when things should pick 

up anyway. 
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Ohashi: What about your other markets? California, Oregon. The rest of the U.S.? 

 

Rosen: Right now we are reviewing everything that has been done. Is it cash flow positive or negative? 

Once that assessment is completed, I’ll be able to answer that question better. Our biggest capital 

commitment is Nevada so we focused on that first but now we’re looking at our other regions. Remember 

any decisions we make now aren’t necessarily permanent. In the long run we will continue to look for 

opportunities in other jurisdictions. In the past little while we have had people wanting to acquire us. Right 

now we are being a little cautious and careful and staying focused on the main issues which brings us 

back to the balance sheet and cash flow. Right now we are status quo on everything outside of Nevada. 

 

Ohashi: Much of what you’ve said today relates to cash. How do you stand with respect to cash? 

 

Rosen: As a public company, I have to refer you back to our latest quarterly report that showed cash 

around $4.9 million. 

 

Ohashi: How is your burn rate? 

 

Rosen: Here’s what I can say about that. Our burn rate is going in the right direction and this quarter isn’t 

over but our burn rate looks like it will be down from last quarter.  

Ohashi: It seems the message is that the key variables are starting to move in the right direction: revenue 

up, expenses down, cash outflow declining… 

 

Rosen: …and the thing to remember is we are growing ten times more plants now that we have in any 

previously reported quarter. Expenses can be attacked immediately but revenue has to build up. But a ten 

times increase in a high quality product, a limited licence market and an improving local economy gives me 

reason for optimism for our revenue moving strongly forward. 

 

Conclusion: After speaking to Paul Rosen, I am convinced that 1933 is on the road to recovery. I believe 

Rosen is bringing large cap management solutions to a small cap company. The plan is deceptively 

simple: increase sales, decrease expenses, manage cash outflows and strengthen the balance sheet. 

What is different are the steps being taken to ensure these things happen. Rosen’s description of what has 

been done, gives me the confidence to believe it will be accomplished. Certainly, there has been dilution. 

The changes to the terms of the convertible debentures and the recently announced share offering are 

cases in point. However, this dilution is necessary to correct the problems of the past. What investors are 

faced with is moving ahead from here. I would look for some minor improvements in the current fourth 

quarter ended July 2020. But I look forward to the next two quarters indicating 

the trend with revenues meaningfully higher, gross profit and gross profit margins 

improving and the cash burn rate declining. From its current level of $.07 per 

share, I think the shares will provide above average results. For existing share-

holders, I believe averaging down would be an appropriate strategy. 

 

With the COVID-19 restrictions being relaxed in British Columbia, I took a 
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few days off to play golf with my son. On this trip, I was passing by the Lexaria Bioscience (CSE: 

LXX) (OTCQX: LXRP) office and arranged a site visit with Chris Bunka, Chief Executive Officer. This is a 

critical time in the history of the company given its plan to up-list to the NASDAQ exchange. Lexaria and 

Bunka are certainly committed to the plan that will see them increasingly followed and funded by a few 

American institutional investors rather than its base of over 10,000 Canadian individual investors. The 

potential for their DehydraTECH technology in antiviral therapy appears substantial and I don’t believe 

their potential in nicotine will live or die with Altria’s decision. Cannabis remains important but will be 

surpassed by the pharmaceutical applications LXRP has or will put in place over the next six months. My 

hesitation for the past six months or so has been Altria’s decision. I no longer think that is as important 

given the developing prospects in the antiviral therapeutic side. So I wouldn’t wait at this stage. Now is the 

time to take positive action. I started the interview by exploring the changes ahead. 

 

Ohashi: What was the major event that put you on the path you are on now?   

 

Bunka: the $2 million we raised recently, was a little bit of capital with a huge impact on Lexaria. It was 

virtually all from institutional money and it was almost all from New York. It was like a validation of who we 

are and what we are doing. 

 

Ohashi: it was also a sign of where you are going… 

 

Bunka: yes it was. It come with strings attached because institutions are very demanding about what they 

expect you to do with the money. That led to us having lots of internal meetings and communications: are 

we ready to do this? do we want to do this? So it really made us focus like never before. Our company is 

now committed to a very clear and precise plan for the next year to eighteen months. 

 

Ohashi: And what is that? 

 

Bunka: First we had to get a U.S. registration statement completed and we had a deadline. I thought it 

was going to take us 60 – 90 days and we did it in less than 15 days. Then we reported to our recent 

Annual Meeting that we are going for a NASDAQ listing. We’ve started communication with the exchange 

and we’ve hired the law firm that will manage the application. 

 

Ohashi: You also got the reverse split approved… 

 

Bunka: Yes and I want to go on the record on this. I don’t want to do a reverse split if I don’t have to. I’m 

still the biggest shareholder and I know the negative history of reverse splits. But here is my comment on 

that: 

1. I know around 80%+ of reverse splits fail but I also know that in 90% of that 80%+, the company involved 

stays trading on the same exchange. I looked at the balance of cases where the reverse split was done as 

part of a merger/acquisition or an up-list and the result is completely different. Somewhere between 50% 

and 90% of those reverse splits produce an increase in value. 

2. We’ve been on the OTC for around fourteen years and I’ve had hundreds of meetings with institutional 

investors and other sophisticated investors. I can’t tell you the number of times people have said we will 

https://ca.finance.yahoo.com/quote/LXX.CN?p=LXX.CN&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/LXX.CN?p=LXX.CN&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/LXRP?p=LXRP&.tsrc=fin-srch
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not invest in you while you are on the over-the-counter market. If you grow your business to the point 

where you qualify for a listing on the NASDAQ or other national stock exchange, come back and see us. 

This was never more apparent than in 2019 when I made monthly trips to New York for six months leading 

up to Christmas to talk to investing institutions. Soon after COVID stopped everything. I met with very 

senior institutions: Bank of American, Piper Jaffrey, Cowan, Oppenheimer, Wainwright and many mid-

market firms. I finally had to listen. I would say eight out of ten of these firms said to me they are interested 

in backing us, they like our Business Plan, they love our technology. Their analysts would have multiple 

calls with John [Docherty, President of Lexaria] to discuss the technology and they were really impressed. 

But it always came down to LXRP needing an up-listing before they could invest in us.  

 

One of the requirements to get listed on the NASDAQ or Amex is a $3, $4 or $5 stock price. So if we are to 

have the money we require to run Lexaria the way we’re supposed to, we need an up-listing. It’s not really 

one option; it’s the only option. For example, I had a meeting last month with our Chief Financial Officer 

and Controller to review our legal expenses. In the past 2½ years we spent almost US $800,000 with one 

law firm for legal work just on Intellectual Property (IP). Then you have all your securities law and corpo-

rate law. Now we have a patent portfolio that is growing and as it grows it become for complex and costly 

to manage. For example, we have one early stage patent application we made a couple of years ago that 

cost US $12,000 to US $15,000. This patent has advanced which is good. The next stage to further that 

application just in fees to agents and the patent offices, not including legal fees, will cost us US $93,000. 

As we move up the ladder and get DehydraTECH patented for drug applications, we will require studies. 

The patent office costs are less if we are claiming it works faster or increases bioavailability. But if we want 

to say it works for heart disease or Alzheimer’s, they say – prove it. Studies like that cost $1 to $3 million 

for the most basic work. We might need multiple studies of this sort. 

 

Ohashi: the other issue is time. I mean everyone is raving about GW Pharma and Epidolex but GWP 

started research on that well over a decade ago… 

 

Bunka: And that’s why Lexaria has always taken the approach that we provide the DehydraTECH 

technology and our partners look after the product it’s used in whether its cannabis or nicotine or whatever. 

We’re going to stay true to that. But it’s clear to us that moving forward we’re going to have to spend US 

$500,000 a year on IP law and another US $1 - $2 million a year on applied research and as lean as we 

keep our overhead costs, we will need $2 million a year for that. This level of funding is not available to us 

through the Canadian markets. So if you put all that together, going to the NASDAQ is not a choice, it’s our 

only choice.  

 

Ohashi: I tell people to look at the motivation for the rollback. Companies are often desperate: they’ve got 

a billion shares outstanding or the business has failed and they rollback the stock to create a shell to start 

over. But you’re making a proactive change to get a positive result. 

 

Bunka: That’s what I meant. If you do a rollback just to stay in the same place, it might not work. But that’s 

not what we’re doing. That’s why we went for a range on the rollback. I would still hope to do a 1 for 2 

rollback but it may have to be more. I also know that over half the capital in the U.S. is prohibited from 

investing in the OTC. A big piece of what’s left cannot invest in penny stocks. In the U.S. that’s $5 a share. 
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So again, this is something we have to do. And a final observation, I don’t think there are many stocks on 

the OTC that have 10,000 shareholders the way we do. In Canada, we’re happy with the Canadian Stock 

Exchange. They’ve been good to us. 

 

So in summary, this is a big part of our plan for the rest of 2020. We will push to complete some research 

and development that will advance our patent portfolio and do everything we need to do to get the 

NASDAQ listing completed that will come with a much larger institutional financing, hopefully at a much 

higher market valuation. 

 

Ohashi: what about your antiviral COVID initiatives? 

 

Bunka: We have announced a couple of programs. One is awaiting Institutional Review Board approval 

that is delayed mostly because of COVID related issues but we are expecting it within weeks. We have two 

antiviral drugs in storage in the lab. We’ll be ready to go. These will be pilot studies so it will be relatively 

small with two dozen human volunteers. The studies will be relatively quick. We just want to know is there 

more of the drug in the blood? We have a second study and we have put together the study protocol. It is 

much larger and includes a grant application to the National Institute of Health. This is a multimillion dollar 

study that will try to establish efficacy that would be a huge accomplishment. 

 

Ohashi: but DehydraTECH is all about speed of delivery and bioavailability that applies no matter which 

vaccine works.  

 

Bunka: Correct. As long as a vaccine is fat soluble, and most are, it can apply to any one of the 200 

vaccines or so that are out there. Vaccines have poor bioavailability which is why they need to injected 

which means refrigeration and it must be administered by a health professional. This creates challenges in 

places like Africa, for example, and drives up the cost. Delivering it in pill form would be a major opportuni-

ty because it would be so much cheaper. Lack of bioavailability prevents that. 

 

Just to be clear, we are currently focussed on therapies – on antiviral drugs, that is, once you have the 

virus how can you minimize the effect? So we have uncovered 200 – 300 antiviral drugs out there and, on 

paper, we already believe DehydraTECH will work on 25 – 35 of them. Of that total, our initial pilot program 

is going test only two or three of them. The ones we are working on initially have been chosen very 

carefully. Now we should have John here to explain the science. But there are different classes of antiviral 

drugs and our test is really to see if DehyrdraTECH is effective on certain classes of drugs. If it is, then we 

can contact the manufacturers of that general class of antiviral drug.  

 

We are at a place we have been targeting since last fall, that is, our pharmaceutical division. Our selection 

of antiviral drugs to test first comes after a lot of analysis on what will give us the best chance for a win. 

COVID also played a role in that selection. It also includes a number of other viral diseases ranging from e-

bola to measles so it is a major opportunity for us. We still have the nicotine markets that remain extremely 

important and cannabis is fitting in where it should - as a smaller but still important potential market. Our 

lab just received a license upgrade from Health Canada so we can do more things than before. We can 

now take our cannabis products, say THC and cocoa powder and put it in our mouths. We can actually 
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taste it. So we haven’t abandoned the cannabis area but it was always a smaller potential market for us 

than nicotine, for example. 

 

Ohashi: so what is the timing like of all this? 

 

Bunkia: a lot depends on the investment bankers, the NASDAQ and the Securities and Exchange 

Commission but we are looking at somewhere between best case in the world mid-September to Christ-

mas for the up-listing. Mid-September is aggressive but if I could have my wish it would be done before the 

U.S. election. It means we will have to make changes to our Board of Directors, we need internal reorgani-

zation, new committees, Standard Operating Procedures (SOP) have to be written down and codified, and 

so on. But we are serious about it and expect to get it done. 

 

We have also taken steps to protect our workers. First of all, we have a weekly schedule and some days 

we have as few as two people in and other days as many as five. But we have 3,000 square feet here so 

each person has a lot of space. We have installed an air purification system that uses filters and ultraviolet 

light, we have installed several hand sanitizing stations and someone each day is assigned to go around 

once or twice to sanitize the light switches, door handles, the panel on the microwave in the kitchen, and 

so on. Thankfully no one has gotten the coronavirus. 

 

Ohashi: I have to ask about Altria and what’s happening there. 

 

Bunka: Well not much to report. They are really dragging this out. I don’t know what their strategy is 

although I suspect they are playing Fortune 500 hardball with us. But we’re not sitting still either so, as 

you’ve seen, we are moving ahead on several fronts and no matter what Altria decides and when they 

decide it, we are still interested in developing the nicotine side of our business. 

 

Conclusion: I keep returning to the idea of metamorphosis with respect to Lexaria Bioscience (CSE: 

LXX) (OTCQX: LXRP). The things Chris Bunka discussed regarding the up-listing represent the first major 

step toward becoming followed and funded by American institutions rather than Canadian individuals. 

There are challenges to attaining this but the people at Lexaria appear to have bought into the plan and 

with Bunka’s leadership, I think they will accomplish it. The things they are required to do at the behest of 

these American institutional investors all serve to make LXRP a better, stronger company. To date, I have 

been waiting for a response from Altria before getting excited about suggesting adding to holdings. Given 

the clarity of the road ahead and Bunka’s personal enthusiasm and commitment to the plan, I am no longer 

hesitant. I would be adding positions or adding to existing positions now. Over two years ago, just before 

LXRP doubled, I published an article on Seeking Alpha titled The Lexaria Train May Be Leaving The 

Station. Don't Be Left Behind. That message seems appropriate today. 

 

Last week, I had an opportunity to chat with Alvaro Torres, Chief Executive Of-

ficer of Khiron Life Sciences (TSXV: KHRN) (OTCQX: KHRNF) and the per-

son most responsible for putting KHRN 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 ac-

https://ca.finance.yahoo.com/quote/LXX.CN?p=LXX.CN&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/LXX.CN?p=LXX.CN&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/LXRP?p=LXRP&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/KHRN.V/
https://ca.finance.yahoo.com/quote/KHRNF?p=KHRNF&.tsrc=fin-srch
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quisitions. 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.  

 

I think what you will see from this interview is engineering approaches applied to the execution of starting 

to generate revenue from a medical business. Listening to what Alvaro had to say certainly elevated my 

level of confidence that this critical phase of KHRN’s growth is going to be successful. Results have been 

pushed back by the problems associated with COVID-19 but that is happening everywhere to just about 

everyone and at least KHRN has the resources to push through it.  

 

Ohashi: Let’s begin with your announcement on Germany today and the agreement with Nimbus Health. 

You’ve made an arrangement with a distributor which is necessary because all medical cannabis sales go 

through the pharmacies there and there are no large drug store chains. 

 

Torres: Yes. Tej (Tejinder Virk - President of Khiron Europe) and Franzi (Franziska Katterbach - Chief 

Legal Officer for Khiron Europe) have been with us since last fall and working hard to figure out the issues 

with the U.K., Germany and the rest of Europe. COVID proved what we knew all along which is that Khiron 

must diversify its supply chain. So for the past four months or so we have been trying to find the right 

partner but now we’re comfortable and ready to move ahead. Our plan is to supply Europe from Europe 

while meeting all the EU requirements and building our brand. This will also apply to Kuida. If we can find 

someone who can manufacture the product over there meeting our quality specifications and our cost 

expectations, we will. 

 

Think about international shipping right now. It would be extremely difficult to ship from Colombia to 

Europe and very expensive too. Shipping rates are going up because, under COVID there is such a 

shortage. The same is true with air freight. When COVID is over, there will be other issues so we must be 

able to adapt. What all of this means is we must diversify our supply chain. That is what we are doing. 

 

Ohashi: I understand that in Germany there aren’t any large pharmaceutical chains. So you have to work 

through a distributor. 

 

Torres: That’s right. There are no Pharma Totos in Germany so you have to use a distributor to sell to 

individual pharmacies. Also in Germany, the demand is around 60% flower and 40% oil. We can’t export 

flower from Colombia at this time and we’re not pushing the government to allow it. That might come 

further down the road. Our distributor in Germany is not the largest one but we wanted the hungriest one. 

The one that will try harder for us and that is what we found I think.  

 

Ohashi: Germany is the most important market in Europe… 

 

Torres: That’s right. It’s the biggest for sure. All medical cannabis is distributed through the pharmacies 

and cannabis is approved for the government health plans. But Germany is important for another reason. 

The other European countries are watching Germany and it might be the model that many countries follow. 
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So if we’re there, it might be easier to for us to expand into other areas of Europe. 

 

Ohashi: And the U.K.? 

 

Torres: We are in the Twenty21 Project. We are at the stage of getting prescriptions from doctors and 

processing them. So we are moving ahead there as well. 

 

Ohashi: How about Colombia and Latin America? 

 

Torres: In Colombia, even with COVID, things are going well. I mean we lost significant revenue in March, 

April and May but that couldn’t be helped. Everyone was having the same problems. We were able to start 

up again last week and I am spending about half my time in the clinics. I am speaking to you from Zerenia, 

our new clinic. Right now we are focused on: 

(a) Training of doctors in the clinic: we are looking at the numbers every day. Why are some doctors writing 

fifteen prescriptions each day while others are only writing one or two? Also we calculated what it would 

cost to make sure our doctors have all the Personal Protective Equipment (PPE) they need to work 

efficiently during COVID. Some doctors wanted to see how the prescription process works. We asked 

some patients to allow us to have extra doctors observing. We started in May with an average of three 

prescriptions per doctor per week and as doctors become more comfortable with the process that number 

will keep going up. We are hiring more doctors now. Very soon, the clinic will be writing 500 prescriptions a 

week going to 1,000 prescriptions a week. So I am here every other day and talking to the doctors – 

getting ideas of how to improve our approach and figuring out how to help them. For example, we started 

offering high THC medical products through our ILANS clinics. Such progress also requires training so 

physicians know how to prescribe it.  

(b) Training of doctors outside the clinic: these doctors have been prescribing less and our in-house doctors 

because some of them haven’t been going into their clinics every day. Also their clinics might not provide 

them with all the PPE they require. So they are doing about 10% of what the doctors in our clinics are 

doing. Starting this week we are inviting outside doctors to work out of our clinic. We give them the PPE 

they need. They might start working here, say, three hours a day and that will increase as time goes along.  

(c) Within the clinic we are having these kinds of discussions. We would rather have 30 doctors writing 15 

prescriptions a day rather than 150 doctors writing 3 prescriptions a day. So we are focussed on helping 

our doctors work more effectively. We are at the point now when we are looking for additional doctors. 

(d) We haven’t forgotten the importance of patients in all of this. We have two kinds of patients and different 

ways to help them: 

1. We have those patients who are coming in for their regular checkups. In this case we are introducing 

cannabis as a new part of their treatment. Here we are dealing with 350 patients a day and it is up to the 

doctors to determine if cannabis appropriate for their needs. 

2. We also have private patients coming in through our call centers. These people are calling because they 

have heard about cannabis and want it as part of their treatment. So, say, 85% of these people will end up 

with a prescription. COVID has been holding these numbers down because people didn’t want to leave 

home. But this is changing so these numbers are also going up and in this case, advertising, branding and 

marketing is important. We need to attract people to come into our clinics and proved repeat business. For 

example, we are setting up loyalty programs to motivate people to stay with us. 
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3. Our telehealth program is part of this. This started two months ago and involves Skype or Zoom or other 

technology. The difficulty has been our target patients are 55 years old and up and these are also the 

people who have the most trouble with technology. We have had cases in the past where people are 

frustrated because they can’t figure out how to open a Skype or Zoom account which they need before 

they start with us. This week we are introducing our new system that is online or by an app and you can 

meet a doctor there and get help that way. This makes it much easier for people to get started. So we have 

been losing patients because of technology issues and also having to wait for service. So we are working 

to resolve all these issues.  

4. Finally, there is our call centre that has really been impacted by COVID so they were only getting 60 calls a 

day. A call centre might have 100 people in one room and you can’t have that right now. So we had to 

outfit people with computers so they can work at home and starting this week, we have no missed calls 

and we are gathering the data so we can measure the effectiveness of each ad. If we run a new ad at 12 

noon, we can see how many people have called in by 1:00 p.m. and we’re already at the point where we 

have to analyse the data almost twice a day. So we can adjust the ad message depending on the results 

we’re getting. 

5. Then we are examining the cost. The medical cannabis cost for 5% to 10% of our patients is a problem so 

we are working on ways to help them.  

 

So that’s my day right now. Train the doctors, increase the number of doctors, attract the patients and 

figure out how to make more of them aware of the benefits of medical cannabis. Finally, figure out different 

ways to help those patients who face medical and financial challenges.  

 

Ohashi: That leaves the grow facility at Doima. The pictures below show the site in 2017 and today. Quite 

a change! 

 

Torres: When you first visited the site, it was a tent on five hectares of property. 

 

Ohashi: Yes and you would let us go inside! 

 

Torres: You remember! Cultivation is now going very well. We harvested more plants last week. Every-

thing is going very smooth. Here are a couple of highlights: 

(a) We’ve been able to reduce our grow cycle by two weeks so our yield is up.  

(b) We were joined to the grid by a low voltage power line that didn’t give us the reliability we want. So we had 

to have a back-up source of power that we were forced to use a lot more than we wanted to. This was very 

expensive and not really good for the environment. Our largest controllable cost component is power. So 
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we began to look at a solar power project. It was a little bit delayed by COVID. It was initially scheduled for 

March 2020 and we just announced it last week. We need around 850 kwh to run our whole facility. We 

are about to start the next phase of this project which is to install the batteries because it will help us if we 

can store some power. The solar power project is going to reduce our overall electricity costs by 30% to 

40%. 

(c) Our next step will be to hook up our solar power to the grid. The government power is hydroelectric and 

they need back-up also. So they set up a system that allows us to sell our solar power to the grid and buy 

it back from the grid at a much lower price. So we will make money from our solar power but the govern-

ment gets benefits too. They have a back-up power source and our carbon footprint is greatly reduced. So 

it may sound like a funny system but it is a win-win. 

 

We had some COVID related problems in Doima as we had to house and feed our 50 employees but we 

got that sorted out. We just completed another harvest and the product looks excellent. Last year, cultiva-

tion was issue #1. This year it is running well and there are no major problems.  

 

Ohashi - Conclusion: people regularly question my commitment to Khiron and I hope this interview gives 

you a better understanding of my enthusiasm. I have watched this group of people since their very early 

days and seen them accomplish milestone after milestone. I can sometimes forget what I had for breakfast 

but on occasion a person’s words stick in my mind and won’t go away. Well over a year ago, Alvaro told 

me his “audacious” plan to become a player in the world cannabis market by leveraging their position in 

Colombia. Since then I have watched him execute on step after step toward this goal. Khiron is now at the 

point where generating revenue, positive cash flow and net income is the objective and I love Torres’ 

engineering approach to the problem. If I’m correct and Khiron moves forward at this point as they have at 

every other critical step along the way, I am more convinced than ever that my optimism will be realized 

and my confidence will be rewarded. Many times, when a growth story on the market is slower to get off 

the ground, when the upward move starts, it is explosive. That is what I see happening with Khiron and the 

longer it takes, the more explosive it will be, in my opinion.  

 

IM Cannabis Corp (CSE: IMCC) Initiating coverage. 

May 22, 2020 

 

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 development of strains with 

potential medical applications. IMCC went public by a Reverse Takeover on November 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 Shuster’s first rodeo. His initial 

venture was a very successful technology company and that was followed by 

a real estate business. Both are still in operation and Shuster remains an 

investor in each. Cannabis is his third project and he has built a decade of hands 

https://ca.finance.yahoo.com/quote/IMCC.CN/
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on experience in the cannabis industry. In our discussion, his expectation is IMCC will be least as success-

ful 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 thinking 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 operational side 

of business in Israel and Europe and less about the ins and outs of public compa-

nies. The business model of managing operations out of the natural 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 relation-

ship. I have spoken to others who know both Shuster and Lustig and their comments support my conclu-

sions. 

(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 outsourc-

ing 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:  

(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 Mediter-

ranean 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 produces 

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 importance 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-
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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 facilities 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 entre-

preneurs, 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 right2 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 Mechoulam 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 applications. 

(9) Israel probably offers one of the most attractive combinations of climate, industrial/agricultural infrastruc-

ture 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 combination 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 distributors 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 specified 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 
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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 obtained 

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 distributed 

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 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 agreement 

between Bedrocan of the Netherlands and the German government. The Bedrocan price of € 5.6 (approx-

imately CAN $8.50 at CAN $1.00 = €0.66) is the same to all wholesalers. After the markups from whole-

saler 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. 

 

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

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 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 

proprietary 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 
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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 

publishers of the Cannabis Report Model Portfolio. 

 

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

Bunka, Chief Executive Officer of Lexaria Bioscience (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 further insight into the future of LXRP. I said in a 

subsequent report, “When looking at Lexaria, 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 

DehydraTECH™  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? 

 

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 

https://ca.finance.yahoo.com/quote/LXX.CN?p=LXX.CN&.tsrc=fin-srch
https://ca.finance.yahoo.com/quote/LXRP?p=LXRP&.tsrc=fin-srch
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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 

Canadian 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 15th. Then our 
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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. 

 

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 
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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.  

 

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. 

 

     
 

 

 

 

 

 

 

 


