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Marijuana Stock Market Review & Outlook 
    

                LTB MJ INDEX:  1wk +4.3% 1 mo  +1.3%  3 mo -19.6% 6 mo  -37.6%  1 yr -45.4%      

 

The major North American markets were forging ahead as we entered the new year. The U.S. market 

made new highs on the first day of trading in 2020. The a U.S. attack killed a top ranking Iranian general 

and Middle East 

tensions escalated. 

In the very short 

run, weeks I sup-

pose, geopolitical 

tensions will proba-

bly have a negatie 

effect on the major 

markets. My view leading into 2019 was that the major markets would provide a positive backdrop for 

the cannabis stocks and that was certainly the case.  

 

Both the major U.S. and Canadian stock price indexes reached  historical new highs last year. I have no 

reason to change that expectation for 2020. As we enter the Presidential election year, Mr. Trump has 

few things other than the economy and the stock markets to show for the past three years. The Clinton 

camp mantra as they forged an upset of President Bush’s presidency was “It’s the economy, stupid.” 

Those who underestimate the importance of the economy in politics do so at their own risk.    

 

So I look for the major markets to continue to advance in 2020. The returns will probably fall short of the 

23% gain in the Dow Jones Average, an advance of 29% in the Standard & Poor’s 500 and a 19% rise 

in the Toronto Stock Exchange Composite but I anticipate the markets to continue to make gains. 

 

As positive as 2019 was for blue chip stocks, it just the opposite for the cannabis group. As the chart 

below left shows the LTB Marijuana Composite declined -45.4% in 2019 and the other popular cannabis 

indexes were gen-

erally down this 

much or more. As 

the longer term 

chart to the right il-

lustrates, cannabis 

stock prices have 

been in a swoon 

for almost two years since reaching a peak in late February 2018. Looking behind these broad brush 

strokes, many Canadian cannabis stocks hit their highs in March 2019. Below, I discuss the major rea-

sons the cannabis group declined last year. There were many fundamental problems: overly optimistic 

expansion plans, over-inflated expectations on the part of investors and federal and provincial govern-

ments that moved too slowly. And I cannot understate the negative impact caused when it was discov-

ered that CannTrust, one of the most popular and highly esteemed Licensed Producers was found to be 
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growing illegally, hiding their actions from Health Canada and deceiving investors. This resulted in a 

significant loss of confidence of the part of investors. If CannTrust was operating illegally, than anyone 

might be. I remain baffled by Health Canada’s lack of disciplinary action in this case. Their licenses 

should have been cancelled immediately. In our legal system, precedents are important. So if CannTrust 

is allowed to get away with its actions and CannTrust insiders are allowed to get away with their ill-gotten 

profits, under what circumstances might a licensed producer face loss of licensing? 

 

The Licensed Producer (LP) group within the Canadian cannabis industry is led by the generally larger 

companies with significant growing capacity. There are also medium and smaller companies in this group 

with limited grow-

ing capacity and 

none in some 

cases. But these 

are the operators 

that have led the 

industry in its in-

fancy and continue 

to play a leader-

ship role now that investors are looking for sales and income from the cannabis group. There have also 

been some major missteps in this group. I mentioned CannTrust and you can add Ascent of British 

Columbia that subsequently had its licenses revoked and Bonify of Manitoba that had its licenses rein-

stated after engaging in unapproved acts of cultivation or distribution.  

 

As I will describe in more detail below, the LPs suffered the most from regulatory delay. This had a 

negative impact on sales and income that depressed the stocks and the markets generally. This is slowly 

being rectified but it will be a 2020/2021 process. 

 

The Low-Priced Index measures the performance of cannabis stocks trading under $0.10 per share and 

is meant to measure the performance of the more junior and, therefore, higher risk stocks in the group. 

As the chart to the 

left shows, this 

group went lower 

with great regular-

ity in 2019. I have 

used this index as a 

mandate for inves-

tor psychology. If 

the low priced stocks rise it shows a willingness on the part of investors assume more risk. On the other 

hand, if this group declines in pirce, it demonstrates an unwillingness of investors to take risks. Caution 

is the mood of investors I would expect when stock prices are depressed and likely to turnaround. This 

is where I think we are at the present time and confirms my view that the cannabis group is about to 

move out of the bear market and transition to a bull market as I will explain in more detail below.  
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Here are the longer term charts of the U.S. and Canadian cannabis stocks. The charts show a very 

different development pattern for the industry. In Canada, the stock market aspect of the marijuana in-

dustry started with 

the listing of Tweed 

on April 4, 2014 that 

would later become 

Canopy Growth as 

we know it today. 

So the Canadian In-

dex started at a rel-

atively low level and grew slowly before accelerating to a peak in early 2018. In the U.S., however, there 

was an initial burst of tremendous speculation in 2013 that carried forward into 2014 before selling off to 

a low in early 2016 and recovering in a more volatile manner.  

 

This chart illustrates the performance of the Canadian canna-

bis group relative to their U.S. counterparts. It shows that the 

Canadian group outperformed the American group through to 

early 2018 as indicated by the graph rising to the right. But 

since then the U.S. based operators have outperformed. For 

the past year, I have been directing your attention to the U.S. 

side of things and the U.S. group of stocks have generally 

been outperforming as shown by the chart declining to the 

right. I remain more optimistic about companies with their operations focussed in the U.S. I see continued 

growth in legalized states through 2020, passage of cannabis friendly legislation at the federal level and 

more attractive stock valuations. At the same time, a major concern of mine was the Canadian federal 

election which turned out to be as favourable as can be expected. So in Canada, we dodged a political 

bullet but it also means I am looking at Canada with a slightly more optimistic view. 

 

Conclusion: As we move into 2020, I suggest investor focus should be more on U.S. based operators. 

I will explain in the Question of the Week why the list of names is so narrow at this time and why I am 

comfortable with this approach. But I anticipate this list expanding as we move through 2020. The com-

panies I would stay with at this time are 1933 Industries (CSE: TGIF) (OTCQB: TGIFF), Cannabis 

Growth Opportunity Corp. (CSE: CGOC), Khiron Life Sciences (TSXV: KHRN) (OTCQB: KHRNF), 

Lexaria (CSE: LXX) (OTCQX: LXRP) and Sunniva (CSE: SNN) (OTCQB: SNNVF). 

 

  Question of the Week 
    

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

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

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

for clarity and brevity.  

 



5 
 

Question of the Week 
 

“I have followed you for some time and believed you in the beginning. Now the market is in a bitcoin-type of 

reality check and I find you lack objectivity. I question your motives. Not your ethics or integrity but what I 

think is blind hope. Your objectivity has been clouded by a belief in a few unhealthy stocks. Why don’t you 

look at companies like Cresco Labs, Green Thumb and Charlotte’s Web that have some hope? Why are you 

chasing these few dogs down a rat hole?” 

D. R., Florida, United States 

In one form or another, I have received many questions that ask the same thing in different ways. Why are 

you stuck on these four or five crummy stocks? Why are all your recommendations going down? Why don’t 

you find some other companies to talk about? Shouldn’t we be investing in companies without problems? 

Don’t be surprised if there is method to my madness. It may not look like it sometimes but it’s there. 

In terms of a relatively short list of stocks, over the past three years, there have been several recommenda-

tions including the following dozen: 1933 Industries (CSE: TGIF) (OTCQX: TGIFF), Aphria (TSX: APHA) 

(NYSE: APHA), Ascent Industries (CSE: ASNT), Aurora Cannabis (TSX: ACB) (NYSE: ACB), Cannabis 

Growth Opportunity Corp. (CSE: CGOC), Canopy Growth (TSX: WEED) (NYSE: CGC), Khiron Life Sciences 

(TSXV: KHRN) (OTCQB: KHRNF), Lexaria Bioscience (CSE: LXX) (OTCQX: LXRP), Organigram (TSX: 

OGI) (NASDAQ: OGI), Radient Technologies (TSXV: RTI), Sunniva (CSE: SNN) (OTCQB: SNNVF) and The 

Green Organic Dutchman (TSX: TGOD) 

Along the way, some were dropped because of problems. For example, Ascent was found to be engaged in 

unapproved activities by Health Canada. In a model portfolio that I operate for another Internet service, I 

bought Ascent at around $.45 per share, received the bad news and was able to trade out of the stock at a 

handsome profit. At about the same time, a short seller’s report identified a number of issues with Aphria 

that the company failed to address despite promises to do so. So I left it behind in the $13.00 per share 

range. Other companies, such as Canopy Growth, changed their fundamental identity as the Constellation 

suits moved in and forced Bruce Linton out. Finally, some other companies were dropped because the over-

all market was falling and I felt cash would outperform the stocks. This would include Organigram and Ra-

dient Technologies. In the end I was defensive in a falling market and selected to circle with wagons with 

these companies: TGIF, CGOB, KHRN, LXRP and SNN. 

This list represents companies I know very well and believe their investment prospects moving forward are 

outstanding. Of the five, I believe TGIF, KHRN and LXRP are doing a great job and I look forward to seeing 

the results of their operating performance in the year ahead. I am disappointed at CGOC’s failure and ap-

parent unwillingness to address the huge discount from Net Asset Value at which the stock trades. SNN is 

the one company that has encountered problems and is trying to work its way through these issues. Recently 

I have received a lot of flack from readers who want to know why I am spending so much time on SNN. The 

reason is simple: there were a lot of people writing about SNN reaching mostly positive conclusions who 

have abandoned their readers and the company as storm clouds appeared. I was one of them but I know in 

their due diligence process, many investors used my references to SNN as an important reason for investing 

in the stock. I’m the first to admit that SNN has been a terrible investment experience. I sometimes think 

about how much easier my life would have been if I had never heard of the Company. But you can’t drive a 



6 
 

Porsche looking only in the rear view mirror. So if I’m too stubborn or too naïve or crazy to be the last believer 

in the Sunniva, I’m doing it because I believe in Dr. Anthony Holler and I want to communicate that to my 

readers who bought the stock and still own it. I’d like to be right all the time but I can’t. I’d like it if there were 

never any problems but that won’t happen. I’d love it if stocks only went up but they sometimes go down. I 

am coming up on six years of publishing the Let’s Toke Business newsletter on a weekly basis and I intend 

to be here six years from now and a lot longer to quote John Wayne, “…God willing and the river don’t rise.”   

It is difficult to assess how well these changes in my stock recommendations turned but you can get a better 

idea from The Cannabis Report Model Portfolio that I “manage” for a paid Internet service. This report com-

menced on August 10, 2018 and follows my views on the cannabis stocks very closely. The service is also 

designed to allow subscribers to follow the changes I make to the model portfolio with their own portfolios. 

The popular marijuana stock price indexes are down in the 50%+ range since that time and the value of the 

model portfolio is down as well. The chart below left shows the LTB Marijuana Composite Index (LTBMCI) 

since the inception of the 

portfolio. The 

LTBMCI is down -

51.3%. The MJ Ca-

nadian Marijuana 

Index (MJCMI) is 

down -51.2% for the 

same period. The 

chart to the right is the LTB Momentum Index (LTBMSMI). Whereas the LTBMCI and most other indexes 

measure price change, that is, how much did a group of stocks go up or down in price, The LTBMSMI, on 

the other hand, only measures if a stock went up or down in price. Not how much but how many. What it 

reveals is that since the inception of the Model Portfolio all cannabis stocks have been falling in price.  

In this kind of a market, it doesn’t make sense to sell one cannabis stock to buy another. You are selling one 

stock that is falling price to buy another one that is falling in price and incurring fees and commissions for 

the privilege. In a market where the shares of good companies are falling along with the shares of bad 

companies, only one kind of trade makes sense. If you own shares in a not-so-good cannabis company that 

have fallen sharply in price, you might have the opportunity to sell it and buy the shares of a good or great 

cannabis company that have also fallen in price.   

In terms of moving from stock to stock in a bear market, I think that moving from one stock to another is 

usually not constructive. Moving from one company with less attractive prospects to one with more attractive 

prospects is a qualitative judgement that generates trading fees and other costs for not much gain. For 

example, here is the list of three stocks you feel would have been worth moving into: 

 

Company Stock Stock Recent 52 week 52 week % Change % Change

Symbol Exchange Price High Low Hi to Low Hi to Now

Cresco Labs CL CSE 8.93$        18.37$        5.90$          -67.9% -51.4%

Green Thumb Industries GTII CSE 12.79$     22.02$        9.91$          -55.0% -41.9%

Charlotte's Web CWEB TSX 9.94$        33.77$        9.55$          -71.7% -70.6%
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Given you picked your three stocks with the benefit of 20/20 hindsight which introduces some unconscious 

bias into the selections, they all performed dismally. I’m not saying you did it on purpose but simply that 

when people make such choices, it is hard to avoid. I tried to use an objective measure that is the percent 

change from the one year high to low and percent change from the one year high to the current price. The 

results are not positive. 

 

Next here is a list of my companies measured the same way. My list of what you refer to as “dogs” performed 

in a manner not unlike your choices. Certainly Sunniva has been the worst of the pack but I have addressed 

the situation on many occasions and still believe in Dr. Holler and I think the stock will recover. 

 

Finally, I present a list of the more popular and well known Canadian cannabis stocks and make the same 

comparisons. Upon a closer look, this list is very similar to mine and not quite as good as yours. Here is a 

comparison of the averages for each grouping. 

 

My point is not to establish that someone is right or wrong. But it is important to understand a few basic 

principles I believe are worth keeping in mind: 

1. The cannabis stocks have been declining for almost two years and in a bear market for around nine 

months. 

2. In bear markets, virtually all stock prices go down. 

3. Jumping from company to company during bear markets is unproductive as it does not improve re-

turns and it does increase costs. 

Company Stock Stock Recent 52 week 52 week % Change % Change

Symbol Exchange Price High Low Hi to Low Hi to Now

1933 Industries TGIF CSE 0.21$        0.62$          0.19$          -69.4% -66.1%

Khiron Life Sciences KHRN CSE 1.06$        4.35$          0.79$          -81.8% -75.6%

Lexaria Bioscience LXX CSE 0.50$        2.25$          0.48$          -78.7% -77.8%

Cannabis Opportunity CGOC CSE 0.68$        2.45$          0.61$          -75.1% -72.2%

Sunniva Inc. SNN CSE 0.28$        5.66$          0.19$          -96.7% -95.1%

Company Stock Stock Recent 52 week 52 week % Change % Change

Symbol Exchange Price High Low Hi to Low Hi to Now

Aphria APHA TSX 6.78$        14.37$        4.95$          -65.6% -52.8%

Aurora Cannabis ACB TSX 2.79$        13.67$        2.45$          -82.1% -79.6%

Canopy Growth WEED TSX 27.31$     70.98$        18.23$        -74.3% -61.5%

Cronos CRON TSX 9.97$        32.95$        7.97$          -75.8% -69.7%

HEXO HEXO TSX 2.07$        11.29$        1.95$          -82.7% -81.7%

Organigram OGI TSX 3.19$        11.30$        2.64$          -76.6% -71.8%

The Green Organic Dutchman TGOD TSX 0.75$        5.81$          0.62$          -89.3% -87.1%

Tilray TLRY NASDAQ 17.13$     106.00$     15.57$        -85.3% -83.8%

Company Stock Stock Recent 52 week 52 week % Change % Change

Symbol Exchange Price High Low Hi to Low Hi to Now

Reader's list Average -64.9% -54.6%

Ohashi's list Average -80.3% -77.4%

List of popular cannabis stocks Average -79.0% -73.5%
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4. From a portfolio perspective, it is a time to jettison weaker positions which is what I have done in the 

Model Portfolio I refer to. Over the past year, I have held between 20% and 30% cash that will enable 

me to add new names when I think the time is right. 

The Cannabis Report Model Portfolio 

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

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

tored to be as close to an actual portfolio as possible. Rules are 

are in place so I cannot make changes that are not first sent to 

the administrator who posts the changes on the Internet. Each 

change with my reasoning is reported in writing before the market 

opening to subscribers on the same day the trade is made.  

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

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

shows the portfolio has consistently outperformed the MJCMI, 

good markets and bad. So I believe this shows since inception, the companies I write about and the things 

I say about them adds value to the investment process.  

Marijuana Matters 

 

Economics 101 Tells Me Cannabis Stocks Will Recover Strongly in 2020 

A. Economics 101: As I consider the outlook for cannabis stocks in 2020, I find that industry fundamen-

tals are of increasing importance just as they are when analysing the general economy and related markets. 

You might say the cannabis industry grew up a lot in 2019 while cannabis stock prices grew down. Now we 

must start looking at the cannabis industry more like we look at the overall economy. To do that, here are 

some important things to remember that will help you understand what this means: 

(a) Gross Domestic Product or GDP is the monetary value of all goods and services produced by an 

economy in a specific period of time, say, one quarter or one year. GDP is calculated using expenditures, 

production or income. It is a broad measure of the economy. 

(b) Economic activity can be divided into two general categories subdivided into four stages. The cate-

gories are growth and recession and the four stages are: expansion, peak, contraction and trough. The 

Growth category is made up of economic expansion and the peak while the recessionary phase is made up 

of contraction and trough. 

(c) At the peak growth has been and remains high. Variables such as capacity utilization, employment, 

consumer spending and stock prices are at very positive levels. Pundits will frequently say, “Things couldn’t 

be better” and they are often right.  

(d) At the trough, there has been a slowdown or contraction and negative forces continue to dominate. 

The economy has been slowing and perhaps shrinking. Variables such as capacity utilization, employment, 

consumer spending and stock prices are at very negative levels. “Things couldn’t be worse” and often they 

won’t be. 
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(e) The economy and markets move in cycles because all financial variables are ultimately driven by 

human activity. People are motivated by optimism and pessimism that know no bounds. As a result, when 

people are becoming more optimistic, it drives economic growth until it is unrealistic and cannot be supported 

by the fundamentals. Similarly, when pessimism rules the day it also goes to extremes until it reaches levels 

that are unsustainable. 

(f) In the economy there are variables such as employment, wages and stock prices. Some of these 

variables have a consistent relationship to the economic cycle over time and are categorized as economic 

indicators that are leading, coincident or lagging indicators. Leading indicators change direction up or down 

ahead of the economy; coincident indicators change direction at the same time as the overall economy and 

lagging indicators change direction after the economy. 

Here is what that looks like in real life using the Dow Jones Aver-

age and the U.S. economy with recessions (economic downturns) 

shown as the shaded areas. The recession early in the new mil-

lennium followed the tech boom and bubble and the economic 

contraction starting around 2018 is often referred to as the 2008 

financial crisis.  

It is worth noting that the only thing consistent about the economic 

relationship to the stock market is its inconsistency. While the stock market has consistently performed as a 

leading indicator, the length of the lead times and the recessions have varied greatly. For example, in the 

two most recent cases: 

1. The Dow dropped -27.3% between December 1999 and September 2001 while it fell -50.1% between 

October 2007 and February 2009. 

2. In 1999 – 2001, the Dow started to decline some 14 months before the economy went into recession 

whereas in 2007 it lead the downturn by only 3 months. 

3. In 2001, the Dow started to move up 2 months before the economy and in 2009 it was on the road to 

recovery 4 months before the economy. 

4. Starting in March 2001, the recession lasted around 9 months while starting in late 2007, the period 

of economic contraction went on for 17 months. 

(g) Finally, I’d like to discuss investor psychology at stock market lows. Needless to say, the mood of 

investors at stock market lows is pessimism maximized. It must be by definition. If investors were less pes-

simistic, stock prices would be higher and if investors were more pessimistic, stock prices would be lower. 

Investors as a group don’t have to become optimistic for the market to go up from these cyclical lows. They 

just have to become less pessimistic. That is why when stock prices first turn up, the majority of investors 

are still pessimistic. The key is, however, they are less pessimistic than they were before. In the early stages 

of the market recovery, commentary will remain predominantly negative. Pundits will call it a ‘false rally.’ 

They will say it’s too soon. There are still a myriad of problems in the economy. But stock prices will continue 

to rise. It is what is called “climbing a wall of worry.’ 

B. The Economy Seeks Equilibrium: for any product or service there is supply and demand that de-

termine the “right” price.  

(a) If supply, demand and/or price is out of balance, the economy seeks to get back to equilibrium. As a 

simple example, if price is too low, revenue and income will be too low. If income is too low, supply will shrink 
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because the activity is not profitable. If supply shrinks and demand remains the same, then prices will rise 

and equilibrium will be restored. 

(b) If prices rise too high, revenue and income will be too high. If there is excess profit, more businesses 

will be attracted to the activity and supply will increase. If supply grows and demand remains unchanged, 

prices will decline. 

(c) It is amazing how quickly an entity as large as the U.S. economy, for instance, can start to change to 

restore equilibrium. This can happen in 12 – 18 months. Some sectors will adjust more quickly while others 

require more time. Note that I said “start to change.” The actual changes might take 2 – 3 years to have an 

impact on the economy. 

(d) Another force at work during bear markets is sources of capital tighten up and become available for 

only the best companies. To reiterate a warning I have given previously, Lack of available capital is making 

things difficult for some of the larger cannabis companies that have had to scale back or even put expansion 

plans on hold. While capital shortages may make it difficult for the larger operators, it may prove fatal for 

some of the smaller operators. This is a normal eventuality during recession. It is ‘Economic Darwinism.’ It 

is the business equivalent of ‘survival of the fittest.’ In other words, some and perhaps several of the smaller, 

ill-conceived business models will fail before this cycle is over. 

(e) Of course stock prices do not sit around waiting for the actual changes to occur. Investors only need 

to see that the required changes are underway and they will move in. This is one reason the stock market is 

a leading indicator. Stock prices are more sensitive to change will start to move up when investors see the 

necessary adjustments are going to take place. The stock market anticipates those changes. This is also a 

good lesson for investors. Buying stocks is a process of anticipation. Don’t buy or sell stocks to take ad-

vantage of what has already happened. You have to act in anticipation of what is going to happen.     

C. The cannabis industry is impacted by the same basic economic forces and investing in can-

nabis is no different than investing in the Dow Jones Average or Toronto Stock Exchange Index. So 

now we should look at the cannabis industry in the same way we look at the overall economy.  

(a) In the cannabis industry, I think we are at the equivalent of the trough in the overall economic cycle. 

It is a time where we should see slow or negative growth, excess capacity, high unemployment (low employ-

ment) and depressed stock prices.  

1. Cannabis sales have been disappointing. The provinces, especially Ontario, has been slow in ap-

proving dispensaries as the lottery system has proven to be a disaster. 

2. Capacity utilization is low. Companies such as Canopy Growth, Aurora Cannabis and The Green 

Organic Dutchman have all announced a cutback in expansion plans. 

3. There have been significant layoffs in the industry by companies too numerous to mention. 

4. There was an unexpected problem in the second half of 2019 that was the vape problem. I assume 

this had a negative impact on sales.  

5. I don’t have to tell you that stock prices are down and depressed. Investor psychology is extremely 

negative. Pessimism is the order of the day. Optimists are clearly in the minority. 

(b) While all of this is true, there are factors that will create an environment in which investors becomes 

less pessimistic or even optimistic. These would include: 

1. The basic demand for cannabis remains in place. The shortfall in legal cannabis sales simply means 

illegal products continue to dominate the market. According to Statistics Canada, on October 17, 2019, the 

one year anniversary of legalization, 60% of Canadians are purchasing their marijuana from illegal or 
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“sources that are not entirely legal.” StatCan estimates the black market represents a $4 billion annual in-

dustry. 

2. Effective October 17, 2019 Canada legalized edibles. Given all the paperwork necessary, very little 

product reached the shelves before Christmas. But moving forward, we should see an increase in the avail-

ability and following that an increase in sales of edibles. This is likely to have a major impact on industry 

sales as many analysts expect edibles sales to exceed that of flower in the recreational market. 

3. The provinces, even including Ontario, are getting their acts together. As 2020 progresses we should 

see more and more dispensaries in operation.  

4. With production cutbacks and more provincial outlets in operation, prices should firm up. Combined 

with the layoffs, we have the classic ingredients for a turnaround in profitability as well. I don’t expect the 

impact to be immediate but I think we will see gradual improvements as we work our way through 2020. 

5. In the U.S. I anticipate an added positive because of regulatory improvements. I have to say the 

Mueller Report, Mueller’s testimony and the impeachment proceedings have been so dominant in U.S. pol-

itics that it has probably had a negative impact on the progress of pro-cannabis bills. In addition, these issues 

are very divisive which means that a warming trend in bipartisan attitudes in the U.S. government have 

probably cooled somewhat. Finally, we are into an election year in 2020 and while that may be good for 

stocks in general as election years are traditionally the second best stock market years in the four year 

Presidential Election cycle, I suspect it may hamper the approval of new legislation.   

6. I demonstrated that stock prices are a leading indicator so we do not have to wait for these positive 

trends to get strongly underway before the financial markets improve. Remember what I am looking for 

initially is a less pessimistic investor psychology that will happen as people begin to see the pieces in place 

for the industry to recover.  

 

In addition to the forces at work to restore equilibrium in the cannabis industry, here are the stock market 

reasons I believe we are at the end of the current bear market. 

1. The “typical” bear market in the major indexes is a decline from high to low of greater than 20% and 

because of greater volatility, a bear market in cannabis stocks would be a substantially larger drop. 

The current decline in the Let’s Toke Business Marijuana Composite Index in 2019 was -45.4% and 

from the 2018 high to the recent close is -64%. 

2. There are several reasons the cannabis stocks can rally from here:  

i. One reason is mentioned above and that is the cannabis stocks are down by 64%. When stock 

prices fall, investors become more pessimistic and it is from a predominantly negative pool of 

investor psychology that new bull markets are born. The stage has been set for a turnaround. 

ii. When the Liberals were returned to power in Canada albeit with a minority government, we 

dodged a major bullet. Scott Reid, an opposition Conservative who has won his seat for seven 

straight elections reports that he was removed from his critic’s role and estimates one third of 

Conservatives would have voted in favour of cannabis legalization. To prevent this, Opposition 

Leader Andrew Scheer enforced a party line vote against legalization. If the Conservatives had 

regained power, the cannabis industry would have been set back for many years. 

iii. The major reason for the poor performance of Canadian cannabis stocks was the disappointing 

revenues reported by the Licensed Producers caused by the slow pace at which provinces 

opened dispensaries, especially Ontario. This will improve in 2020. As provinces gain experi-

ence with their approval regulations and processes, the rate of openings will improve. Ontario 
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has formally abandoned its failed lottery system and has resorted to a standard approval pro-

cess with openings expected to accelerate starting around midyear. 

iv. I have been expecting pro-cannabis legislation in the U.S. such as the Secure and Fair En-

forcement (SAFE) Act, a.k.a. the Safe Banking Act that was approved by the House in Sep-

tember 2019 and recently the House Judiciary Committee passed the Marijuana Opportunity 

Reinvestment and Expungement (MORE) Act that will de-schedule cannabis federally and ex-

punge records for those with prior marijuana convictions. The focus on impeachment has taken 

attention away from other things including cannabis. As the U.S. moves into election mode, I 

think cannabis issues will attract more attention.  

v. It has become increasingly difficult for cannabis operators to raise capital through the markets. 

While this may be a problem for the larger operators it could be a death knell for some of the 

junior and more speculative companies. At this point, I wouldn’t be surprised to see some 

underfunded cannabis companies go out of business this year. This is economic Darwinism at 

work. The companies without sound business plans will be culled from the group of surviving 

companies. The cannabis industry is being forced to adjust to a new reality and investors must 

do the same to survive and thrive in 2020. 

3. My hypothetical cannabis stock market model, includes three phases: the Dynamic Phase of the Bull 

Market, the Trading Phase of the Bull Market and the Bear Mar-

ket.  I think we are now transitioning from the Bear Market to the 

Dynamic Phase of the next Bull Market. The chart to the right 

illustrates what that means in terms of my expectations for the 

cannabis stocks moving ahead. The red circle identifies where I 

think we stand at the present time. Given the fundamental 

changes in the cannabis industry and the financial markets that 

operators are adjusting to, I believe 2020 will be a strong year of recovery for the cannabis group.  

 

Conclusion: what this means is I believe we are at or very near the low point in this market cycle. The 

indexes might dip a little lower but I do not anticipate a significant decline from current levels. Over a period 

of a few weeks to a few months, I believe we will see the cannabis stocks enter the Dynamic Phase of the 

next bull market. I believe the advance will be quite substantial and carry the long term returns on the can-

nabis stock price indexes to long term returns in excess of the Dow and TSX. As the cannabis stocks begin 

to rise, we will be met with a flood of skepticism from the majority of investors who are negative. I know the 

majority of investors are negative because if they weren’t, the indexes would not be this low. It may be a 

little early to break out the party hats and champagne but I believe better times are ahead for cannabis 

investors.  

 

(c) I conclude the outlook for cannabis investment in 2020 is positive. I think the fundamentals of the 

cannabis industry will improve as we move forward and the market will be a leading indicator by advancing 

ahead of major improvements in the fundamentals.   
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Applications Watch 
 

2019 ended with 279 Licensed Producers in Canada. It might have been 280 but on December 20, 2019, 

Avalite Sciences, Inc. in B.C. was granted a license that they immediately requested be cancelled. As it is 

the number of new licenses more than doubled in 2019. Given there are millions of square feet of authorized 

growing space on hold or partially built with completion suspended, this might be a prudent decision. This 

production is in limbo but can be brought on stream far more quickly than a newly licensed operator. New 

licensees have, in many cases, multi-millions of dollars invested in getting those licenses and very little 

prospect of seeing a return on their money for years to come. These licenses might become of value even-

tually but there is no guarantee. Over 40 public companies are LPs or own an interest in one or more LPs. 

Licensed producers by province are Ontario (123 or 44%), British Columbia (67 or 24%), Alberta (31 or 

11%), Quebec (21 or 8%), Saskatchewan (14 or 5%), Nova Scotia (9 or 3%), New Brunswick (7 or 3%), 

Prince Edward Island (3 or 1%), Manitoba (3 for 1%) and Newfoundland and Labrador (2 or 1%). Percent 

totals may not add up to 100% due to rounding. For a complete list of LPs and related information, Ctrl-Click 

(here)   

Recent Articles 
 

I always enjoy speaking with Alvaro Torres, Chief Executive Officer of Khiron Life Sciences (TSXV: KHRN) 

(OTCQB: KHRNF). Since Chris Naprawa was engaged as President a year and one half ago, he assumed 

responsibility for the capital markets and investment banking out of Toronto leaving Alvaro free to concentrate 

on the operational side out of Bogota, Colombia. This arrangement has worked very well. 

 

Alvaro Torres is the person most responsible for putting Khiron together. Alvaro has 

over 15 years of experience in the Latin American market, including infrastructure 

projects and project finance, management strategy, team development, and mergers 

and acquisitions. Alvaro holds a Masters of Engineering and a Masters of Business 

Administration and has overseen the development of projects totalling over $1 billion 

in capital expenditures. He was instrumental in growing the Colombian subsidiary of 

a major Canadian engineering firm from two people to over 2,000 in three years. 

Alvaro is a founder, the Chief Executive Officer and a director of KHRN. 

 

The important message I got from this conversation with Alvaro is “The cannabis bear market is great for 

Khiron,” my words not his. In the first part of this interview, we discuss what is going on in Colombia. From 

this interview I hope you will see what I see – a company building a business from the ground up paying 

attention to the essentials of production and marketing. To reach this conclusion, I started by asking Alvaro, 

“If we were talking in November 2020 and looking back at the previous year, what would we be talking about?” 

Torres: I think we would be talking about many things but at or near the top of the list might be Colombia, 

how the regulations got sorted out and how Khiron was able to sell medical cannabis into the Colombian 

market. This is our first market, the one where we started and are most advanced and where we have been 

proving the concepts that we will carry out to other markets in Latin American, the United States and Europe. 

I am very glad we made the decision last year to raise capital so we don’t have to go through all the cash 

crunches other people are having. 

Ohashi: How much cash do you have and what is your run rate? 

https://www.canada.ca/en/health-canada/services/drugs-medication/cannabis/industry-licensees-applicants/licensed-cultivators-processors-sellers.html
https://www.google.com/search?q=stock+quote%2C+khrn%2C+tsxv&rlz=1C1NHXL_enCA758CA758&oq=stock+quote%2C+khrn%2C+tsxv&aqs=chrome..69i57.8774j0j7&sourceid=chrome&ie=UTF-8
https://finance.yahoo.com/quote/khrnf?ltr=1
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Torres: Last quarter we reported cash of over $50 million so it is down from there but still a very healthy level. 

Given our burn rate, we can go for almost two years running our full business plan. If I see something that 

makes me think cash will be a problem for us, we will reduce our run rate. Today it is not a problem and not 

foreseeable but we are being careful with capital spending items that aren’t crucial to our short term plans. 

Ohashi: Please share some of those plans with us.  

Alvario: I think you will see that we have shifted some time and capital to marketing. When we acquired the 

ILANS (Latin American Institute of Neurology and the Nervous System) clinics, we decided it was important 

to educate the doctors and patients about the medical benefits of cannabis. When we look back from a year 

out, we will see that our commitment to Colombia has paid off. When I see the ILANS clinics, the consultations 

between doctors and patients outside the clinics and the requests for medical cannabis, I know we are going 

to be in a strong revenue mode in Colombia for medical cannabis over the next year. 

Right now we are waiting for two things. Actually one thing because INVIMA (Instituto Nacional de Vigilancia 

de Medicamentos y Alimentos), the Colombia National Food and Drug Surveillance Institute, recently pub-

lished their guidelines that gives us clarity on the testing we have to do on products before we begin to market 

them. We have already started that testing. Next we await our quotas I expect will be awarded soon.  

A year from now, we will look back and see these things happened and we built a revenue base in Colombia 

based on medical products alone. We will look back and see we have built a model based on Colombia that 

we can take and use in other parts of Latin America. Our opportunity is we have the capital on hand and we 

can proceed with our marketing plans through this difficult stock market period while competitors might be 

stalled. This means that instead of say, eight companies that might have products on the shelves, a year from 

now it might only be three. With less competition, perhaps things will happen faster for us. 

So it may not matter too much to us what is happening in the cannabis industry and the cannabis stocks in 

Canada because that is not the business we are targeting. We are moving toward having branded consumer 

products. That was our business plan when we started and we haven’t strayed from that. 

Ohashi: From a regulatory perspective in Colombia, you said you were probably 95% of the way to comple-

tion. How long will it take to complete the other 5%? 

Torres: A week ago there were two things pending. One is the INVIMA guidelines that I mentioned earlier. 

So we are in the process of scheduling a visit by their inspectors. Now that we know what the requirements 

are we have started getting ready for them. Approval should be shortly after the inspection and we can start 

to sell medical preparations based on CBD right after that. That is all the regulation we need to deal with in 

this respect. After that we can test our product to make sure we are within the regulations. So the last 5% 

we’re waiting for today is for the government to assign commercial quotas for the companies. This should 

happen hopefully by the end of the year or early in the new year. That will allow us to produce THC. Give the 

plants three months to grow the first commercial harvest and one more month for testing. By early in the 

second quarter of 2020 we should be able to produce and sell medicinal products based on THC under the 

current medical regulations. So this will mean we can begin using these products for inflammatory pain and 

epilepsy, for example. 

Ohashi: …and you already know who your first patients are going to be… 

Torres: Right. The first patients we will be treating are through the ILANS clinics and we already know who 

those first 1,000 patients will be because it has been prearranged with the regulator. In the meantime, we will 

continue to do what we have been doing all along - develop patient demand. One month ago, we finished our 

medical educational program for doctors and we will follow up with two months of training so they will know 

how to prescribe our products. When the medicine and the patients are ready, the doctors will also be ready.  

Ohashi: I just want to make sure the growing is going well, the lab, the extraction is all working well? 
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Torres: All of that is great. The plants are growing well. The lab is fine. Extraction is working and we have 

some inventory stored in the vault. Our first facility produces eight tons a year but again it was built so that 

we could learn how to operate properly. So now we are starting to build two smaller greenhouses that will 

cost around $300,000 each and with what we’ve learned we can increase the yields from the new facilities. 

We are talking to other companies to see if they can supply us with more CBD flower so we can continue to 

extract oils. 

Ohashi: So that’s Colombia medical. How is everything else going? 

Torres: If you look at our Consumer Packaged Goods (CPG) area, Kuida® is generating double digit growth 

on the sell out and the numbers are still low but what we expected. Don’t forget, no one has ever sold CBD-

based cosmetics before so education of the consumer is important.  

What I look at is the results from the sell out and same store sales. So when I see double and triple digit sales 

growth, I know our shift in marketing is working. We believe a new product like this needs a variety of different 

spokespersons rather than one so this is a change we are making. We are getting shelf space and now we 

are moving to several spokespersons who appeal to different age groups, different needs, and so on. The 

initial feedback on the idea from the distributors is very positive.  

In our marketing, Kuida® is a higher end product and sold in the higher end stores. But these same distributors 

have more middle price point customers and they cannot put the same Kuida® products on those shelves. In 

addition, we don’t want them to because it diminishes our Kuida® brand. So over the past six months, we 

have been developing a new product line for the mass market, lower price point product consumer. It will 

appeal to a much larger market. It can be sold by distributors that have a mass appeal customer base. So we 

will position it differently from Kuida®. Next year we will have Kuida® across the higher end retailers and a 

new brand across more mass market stores. 

At the same time we are going to try to appropriate the “hemp” product idea in Colombia where it doesn’t 

exist right now. The way we are thinking about it is we want the stores to open a hemp section just like an 

organic foods section. That’s where our new line will fit in. If you look at Argentina, Brazil, Mexico and Peru, 

for example, the regulatory issues are much less for hemp-based products than for CBD-based Kuida®. 

 

Ohashi: Anything else? 

 

Torres: We are also opening a new clinic with the first one to open soon. We don’t want patients to think 

cannabis will cure everything. We believe it should be used together with other forms of treatment. It should 

be part of an integrated healthcare solution. It can be a co-helper or a substitute but you have to work with 

other solutions as well. We will also open this clinic up for consultations where the patient pays directly. 

 

Torres: Our first greenhouse in Colombia has around 8,000 square metres. We are going to build four smaller 

operations that will total around 8,000 square metres. This is a different technology and approach. It is much 

smaller. This is based on what we have learned from our first greenhouse. Once we get our quotas, the plan 

is to grow THC because it is much harder to outsource right now. Outsourcing CBD for our medical products 

is much easier. I can buy CBD at around $.25 to $.30 per gram so the return to us on growing our own THC 

is much higher. We now have a strong idea of the local market and we know the supply of CBD is there and 

we will grow our own THC. What we need to focus on is developing the demand for the products.  

 

We are very conscious of the capital restraints. We have a strong balance sheet right now as we have dis-

cussed. If someone asked me if I would build another ten hectares of growing space, I would say, “I don’t 
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think so. I don’t see the need for it.” I would rather spend our money on getting more doctors and patients 

than in building facilities. Facilities we can always build. 

 

Ohashi: So one of the key decisions you made last year was raising capital and building a war chest. 

 

Torres: We had money available to us last year without much dilution and our board decided we should take 

it. So we built a war chest and even if we have no sales and if I am irresponsible and I keep spending money 

even though we don’t have any money coming in, we won’t have to raise money for well over a year. Maybe 

closer to two years. So that isn’t what keeps me awake at night. I think about sales. So you will see us focused 

on increasing the number of doctors, patients, the technologies we need to improve service, more products 

and growth in our distribution newtwork. What matters to me now is sales – medical and cosmeceuticals. So 

right now I am very careful about spending our money and I am focussed on driving our sales.  

 

Ohashi: Your ability to do that is a major advantage right now. 

 

Torres: If our competitors are generally short of cash and can’t spend or can’t spend as much as they would 

like to connect doctors with patients across Colombia that is what we should do. This is not a change in our 

business plan. This is what we intended to do all along. We have not changed our strategy since we started 

Khiron. You know that. 

 

Ohashi: Yes, I remember. 

 

Torres: Once we get momentum in our sales, we will keep going. For now, the rest can wait. are being careful 

with capital spending items that aren’t crucial to our short term plans. I have always said, “We do not want to 

sell coffee for $0.10 a pound. We want to sell coffee for $4 a cup. 

 

Ohashi: And you will start to do that outside of Colombia starting now. If you look at the United States, 

Hispanics and Latinos are the largest and fastest growing ethnic minority. 

 

Torres: Yes. We are starting to sell our Kuida® line in the U.S. this month and in the U.K. in the first half of 

2020. The reason we are able to do that is not because we can grow or buy cannabis cheaply. The U.S. 

market is very competitive. Kuida® is a new brand, made in Colombia, to the highest quality standards, with 

a product that is made especially for and marketed to people of Latin America or with Latin American heritage. 

We have talked to distributors in California and Nevada and they notice we aren’t talking about how much 

CBD is in our product but how much CBD actually gets into the skin and how that helps with the hydration of 

the skin. They don’t have other products that market this way. And the feedback we are getting shows that 

we are connecting with women that are 25, 35 and 45 years old. Our marketing stresses influencers who 

appeal to women who are 25, 35 and 45 years old. We are not talking about low quality products in pretty 

packaging.  

 

If we can take what we have learned in Colombia and take that to the U.S. and the U.K. and get positive 

results, then we will be on our way. Kuida® will be selling across the U.S. and the U.K. where people will see 

it is a high quality product that provides what the consumer wants. Then we can combine that with our exper-

tise in consumer packaging and marketing. Remember all of this was put together by Andrés Galofre who is 
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Vice President of Business Development and a co-founder of Khiron and is now being run by Elsa Navarro, 

Skin Unit Director. So if we go ahead one year and look back, we will be talking about how many countries, 

how many products, how many stores and so on. 

 

I know that sounds very positive and optimistic but that is what I see in the year ahead. Whenever people 

come here and see what we are doing, they agree.  

 

Ohashi: you know I have always supported your business plan. I know you don’t want to be a farmer of 

cannabis and I always ask why anyone would want to be a farmer of cannabis in Canada? 

 

Torres: Anyone can look at our balance sheet last quarter or this quarter coming up and see that we have 

the runway to do all of this. I want to focus on what’s going to drive value in the future for a pharmaceutical 

company or whoever who wants to come in later. What I’m talking about is not dreams. We have the plans, 

the people and the money to make all of this come true. I think the things that investors will value in the future 

are brands, established distribution through stores and product demand. 

 

Ohashi: What is starting to become clear to me is that bad cannabis stock markets are good for you. In the 

past six or nine months, I’ve been to several presentations and people have laid out their plans and said “So 

we’re doing a reverse takeover and we expect to complete or fund raising and going public in June.” Then 

they said advisors have told them to avoid the summer so we’re planning for right after Labour Day. Today, 

they’re talking about early in 2020. Every three months they delay, Khiron is moving ahead and your lead 

over the competition increases.  

 

Torres: Yes. Right now we are working on the technology that will allow patients in Colombia to connect with 

their doctors and directly with the pharmacy that will dispense their medicine. Now imagine if we can provide 

that service in 2020, a new company just going public will be so much farther behind. 

 

Ohashi: You know, Alvaro, that’s what you’ve always done. You are always three steps ahead – working 

with doctors, teaching patients, introducing branded products, educating consumers, testing your marketing 

and distribution in Colombia before introducing products in the U.S. and the U.K. I think these are the things 

serious investors should pay attention to. If you look at The Green Organic Dutchman, for example, they have 

very little in sales, less cash than you have, a plan that hasn’t worked and are valued on the stock market 

three times greater is why I think there is so much upside in Khiron. 

 

Torres: Of course, I agree with you. But we want to keep doing what we think is right. We don’t want to cut 

corners because we want to do some faster or cheaper because that will catch up to you in the end. We want 

to build relationships with the doctors and the patients. We want to figure out how to do our marketing and 

advertising so we reach the people who need our products. I want to be in the position where I can sign an 

offtake agreement and buy the high quality cannabis we need in the amounts we need at attractive prices, I 

will sign that contract in a heartbeat. But to do that I need demand for our products and services and that is 

what we are working on right now. 

 

Ohashi: Before I let you go, can you give me a quick update on Mexico?  
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Torres: Mexico has the laws in place and now they are setting up the government institute that will supervise 

the industry. The Supreme Court just gave the government another six months, until April 2020 to legalize. 

For us, Mexico is in our plans for the third quarter of next year. In the meantime, we will continue to work in 

Colombia and we are moving ahead in the U.S. and the U.K. Mexico is delayed but it hasn’t changed. It is a 

very large market and compassionate care is still the way to go. So our strategy remains the same. We are 

already building relationships with the people in Mexico and showing them what we are doing in Colombia. 

 

What we are pursuing aggressively in Mexico is the cosmeceutical products, the Kuida® line. 

 

Ohashi: What about the talk that they don’t want big companies involved in their cannabis industry? 

 

Torres: I’m not that old but I’ve been around LATAM for many years. I don’t think the 20% restriction is going 

to stick but even if it does, there’s a very big difference between capital and return. For example in the UAE, 

a local has to own 51% of a business. I can assure you no one in the UAE owns 51% of Coca Cola. So we 

know it’s possible to own 20% of the capital and get a much larger share of the return. Our biggest asset is 

our know-how. So a Mexican partner puts up 80% of the capital but we know how to cultivate, extract, formu-

late, brand, package, distribute, and so on. Even if the 20% restriction remains, we will do very well. 

 

Recently we were considering an opportunity and when the Khiron team met, I said we don’t need to put up 

any money because no one else in LATAM knows what we know. So when we made our proposal, they said 

“But you’re not putting up any money.” I told them we were putting up $55 million because that’s what it has 

cost me to have this conversation.  

 

We’re in the same position in Mexico. Maybe they are doing us a favour and we don’t have to put up all the 

money. What we have that no one else has is our knowledge base in Latin America. That is where my head 

is at right now. I have one eye on capital conservation and the other on driving sales.  

 

Ohashi: You’re starting distribution in the U.S. this month? 

 

Torres: Yes. We’re doing the launch in Los Angeles on November 20, 2019. It’s just a small amount because 

we wanted to test the shipping and dealing with customs and all the regulations. The distributor is a store 

called “Cannabis Now.” 

 

Ohashi: And you’re still on line for early next year in the U.K.? 

 

Torres: We started with getting approval to sell in the U.K. But in the U.K., we have to launch by September 

to make the Christmas season. So we are signing contracts with distributors and we have an idea of the sales 

potential. Our plan is to officially launch in February 2020 so we can start with the March season. So right 

now we are planning production and logistics. Next we will formulate our budget and have everything ready 

so we can begin sales in the first season of 2020. 

 

We plan to extend our experience in Colombia to the U.K. Right now everyone is talking about Holland & 

Barrett but they are not a good fit for us. The biggest competitor at Holland & Barrett is Holland & Barrett. 

They have their own CBD line and they give themselves eight positions on the shelf compared with one or 
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two positions for everyone else. We will be applying the same strategy as we have been starting in Colombia. 

We have been negotiating with the major retail chains so we can create an experience for the customer. We 

want to educate the consumer, we want the right spokesperson for the Kuida® line and have the right people 

behind our line. We have already discussed our strategy with a distributor so once we make an agreement, 

all that is left is execution.  

 

At the same time, Tej Virk, our recently appointed President of Khiron Europe is working in Europe on exactly 

the same basis as I have been talking about: branded products, consumer education, and so on.  

 

Ohashi: I have been in touch with Mark Monaghan since he stepped down from the Board recently. I under-

stand everything good? 

 

Torres: Yes. Mark was very important to Khiron when we were just getting started and we all owe him a lot. 

Over time, Mark and I have become friends and we have been discussing this change for some time. At the 

beginning of the summer, he said again it might be time and I asked him to stay a while longer. But the more 

we talked about it, the more it became clear this was the right time so we made the change. There is no 

animosity. Everything is good. I met Deborah Rosati in Toronto and she is a wonderful addition to the board. 

So Mark is happy, I am happy and Khiron is in excellent shape with Deborah Rosati joining our Board. 

 

Ohashi: Any final comments? 

 

Torres: Back in May, when our stock was at an all-time high, I said to my wife that the real world for us is still 

eight months away. Now the real world is happening and we are about one month away from execution on 

more milestones but the virtual world, the stock market, is going down. Despite the stock price being so low, 

I know we are in the position where execution of this stage of our plan is imminent. So we are going to 

continue to focus on building sales the way we laid out in our business plan. 

 

Conclusion: In this interview, Alvaro Torres provides a very clear picture of how Khiron intends to proceed 

in the next twelve months and outlines the reasons I think they will be successful. The Canadian cannabis 

stocks have been hit hard in response to disappointing earnings 

and falling cannabis prices. These factors have almost no impact 

on KHRN and to the extent that their stock price is dragged down 

by the malaise in the market generally, it creates an outstanding 

opportunity, in my opinion. KHRN has a well-designed business 

plan and the people and capital to move that plan forward while 

many competitors are undercapitalized and stuck in neutral until 

the cannabis stock market improves and the funding window opens 

for business. A year from now, I believe KHRN will have expanded 

further into Latin America and solidified their dominant position in the region. They will also have secured a 

foothold in the U.S. and U.K. markets. And if investors decide they like multi-state operators (MSO), KHRN 

will be an MCO, a multi-country operator. As such I think a holding in KHRN has the potential to be an MBO, 

a multi-bagger opportunity. 
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The Metamorphosis of Lexaria 

Interview with Chris Bunkia, CEO, Lexaria (CSE: LXX) (OTCQX: LXRP) 

October 2, 2019 

 

In this interview, Chris Bunka explains that shareholders are having a difficult time ad-

justing to the fact that Lexaria has transitioned from cannabis to a nicotine oriented bio-

tech and pharmaceutical company. As a result, Bunka believes the markets have failed 

to recognize the valuable work Lexaria has accomplished over the past year or more.  

 

When I first started covering LXRP in 2016, I recognized cannabis was a wonderful op-

portunity for the Company while at the same time noting that the technology had potential 

in vitamins, non-steroidal anti-inflammatory drugs (NSAIDs) such as aspirin, Motrin and 

Advil as well as nicotine and each of these have more potential than cannabis.  

 

This interview will provide insight into why I am a strong believe in LXRP, the DehydraTECH™ technology 

and the people that make up the company. 

 

Ohashi: How are the stock markets treating you? 

 

Bunka: Well it’s certainly been a tough market and I can relate to that. I have a lot of empathy for people who 

have seen the value of their investment decline because I’m going through it myself. So I can certainly un-

derstand their concerns. I look at Horizons Marijuana Life Sciences (HMMJ) and our performance tracks it 

closely. Some days we’re a little better and other days we’re not but overall we’re close. 

 

What I find so frustrating is that we’re obviously tracking the cannabis sector but we’re different. So the posi-

tive news we’ve issued in the past year about our work with nicotine and the scientific findings we’ve reported 

has been almost universally ignored. What I see is the market treating us as if we are a representative can-

nabis company and we’re not. We’ve built this amazing team who are doing great work with fantastic accom-

plishments and it’s not recognized by the market.  

 

I feel like we need a new audience. We don’t have to change what we’re doing. We just have to find people 

who appreciate that work. So we’re considering listing on the NASDAQ where we think people may look at 

us more as a technology company and less as a cannabis company.  

 

Ohashi: what I like about the companies I follow is, like Lexaria, their share prices may all be down and that 

matters but when I call and talk to them, day by day by day they are moving their businesses forward. I’ve 

been through more bear markets than I care to talk about but I know the companies that come out the other 

side are the real companies positioned to succeed.  

 

Bunka: I agree with you. I see companies all the time that are doing wonderful things but their stock is down 

75% to 80% or so. At times like this you just have to tough it out.  

 

Ohashi: Let’s talk about your business. I mean the elephant in the room is Altria (NYSE: MO). What can you 

say about the work you’re doing together? 
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Bunka: I am constrained in what I can say publicly as both companies must agree to news releases on our 

work together. I would hope we will have some official news at some point in the not too distant future. What 

I can say is the relationship is good. Most of the program is ahead of schedule. We have some elements that 

are six or twelve months ahead of expectations and one part is a couple of months behind. It’s a large pro-

gram. We’re doing a lot of work. We’re in communication with Altria often several times a day, usually at least 

once a day and it is rare for a couple of days to go by without contact. It’s a very active relationship. Altria is 

doing a lot of work; a lot more than I ever anticipated. We are doing the work that was scripted out for us and 

so far there have been no show stoppers. Results have been positive, very positive or, at the very least, as 

expected. Things are moving along just fine. 

 

Our relationship with MO certainly has the potential to expand beyond what we are doing together at present. 

 

I did find it interesting, for example, that shortly after Altria signed the deal with us, they acquired 80% of the 

Swiss company Burger Sohne for $327 million. Burger Sohne makes a tobacco-derived nicotine (TDN) prod-

uct named ‘on!’ that comes in seven flavours and five nicotine strengths (35 stock keeping units or SKUs) 

that have been available in the U.S. since August 2016. On! is also sold in Sweden, Japan and online. On! Is 

a chewable nicotine pouch and it is a product category that Altria had not been in previously. This is a high 

growth product and Altria’s role is to ramp up global distribution. I don’t know but I hope that our Dehy-

draTECH™ technology, that is focussed on powders, is being considered for an application with the on! prod-

uct category. I don’t know but if this were to happen, after a few years a development like this could be 

transformative to LXRP. 

 

Also it is worth noting that the world has different jurisdictions that see things in a slightly different way than 

we do in North America. For example, in Sweden nicotine is regulated as a drug but it also allows applications 

of nicotine as part of a food product. So thinking of a product like on! in the form of a lozenge or other formats 

can be much easier in countries such as Sweden than it might be in the U.S. 

It is important to remember that our DehydraTECH™ relationship with Altria is only exclusive in the United 

States and it is non- exclusive everywhere else such as Europe or Asia. The bottom line here is that our 

relationship with Altria could lead to royalties for LXRP much faster and in many different ways than we might 

imagine. 

 

Ohashi: As I follow your stock, it seems to me that you’re attracting more than your fair share of selling. Do 

you have any idea why that is or where it’s coming from? 

 

Bunka: I can make a couple of points. First, over the last six months the volume of trading in Lexaria stock 

has been comparatively low. Almost record lows. This tells me that the problem is not too much selling. It’s a 

lack of buying. From a factual standpoint, you can see from the information on their website, the HHMJ fund 

has sold off most if not all of its position in Lexaria. It’s hard to be precise but depending on whether they sold 

all their shares or not, it would mean something like 1.0 – 1.4 million shares of Lexaria have been liquidated. 

So as to your question of where the extra selling came from, it might be as simple as HMMJ selling.  

 

It’s also worth noting that for the entire calendar year of 2017, Lexaria traded at between $.30 and $.45 per 

share…. 
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Ohashi: It’s funny you should say that because I’ve been looking at the trading history of half a dozen com-

panies recently and as a broad brush statement, these companies are trading where they were in 2016 and 

2017 and yet what they have accomplished is absolutely amazing. LXRP is certainly part of that group. 

 

Bunka: I couldn’t agree with you more. When you look at Lexaria’s trading, our stock went up with all the 

other cannabis stocks and that was fueled by excitement and expectations. I mean two years ago, we had 

one or two patents and now we have sixteen. Earlier this year we were issued a patent for a medical appli-

cation and that was completely missed by the market. Our technology is patented for Parkinson’s, schizo-

phrenia and Alzheimer’s, admittedly only in Australia so far. In addition, in our most recent peer reviewed 

study, our technology was successful in delivering more of a drug past the blood-brain barrier in a number of 

animal studies. So we not only have the scientific evidence we have the intellectual property to protect us. 

And the United States, Canada and Australia are three of six countries in the patent treaty called the Patent 

Prosecution Highway (PPH) which means a patent held in one of the treaty nations can be fast tracked 

through the other treaty nations. We are currently working to have the patents in Australia fast tracked starting 

with the United States. 

 

Ohashi: Before we wrap up, anything happening on the cannabis side? 

 

Bunka: We are always involved in discussions so I can’t be specific but we’re quite excited by the potential 

of some of the things we are considering. I mean the really big thing that we’ve been waiting a long time for 

is the approval of edibles in Canada. We are working on a couple of client relationships that will benefit from 

the legalization of edibles. We have a beverage developer that has been doing a lot of formulation work and 

is very happy with our technology so they should be launching this winter. Also, we are now seeing interna-

tional interest from Mexico and Europe and we had a call recently from a South African company and we 

have another group from Australia that is coming out to see us. So there is a lot going on in the cannabis side 

as well but the transformational developments at this time are more likely to come from the nicotine work we 

are doing. 

 

Ohashi: To recap, if we go back to 2016 when we first started talking, we knew the potential was there for a 

market like tobacco/nicotine to overwhelm the potential for cannabis. Here we are three years later and it has 

happened. I think people are having a hard time coming to grips with that. 

 

Bunka: Yes. I think that is what we are witnessing as we speak. Our shareholder base is transitioning from 

cannabis investors to people who understand our true potential in technology. We are rotating our shareholder 

base substantially away from cannabis to biotech and pharmaceuticals. In the long run this will benefit our 

shareholders. In the short run it has been difficult.  
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I mean when I think back to 2016, our stock traded around $0.10 to $0.15 per share. We had a couple of 

patent applications in process but none issued and later in 2016 

when we got our first patent our stock doubled to the $.30 mark. 

I mean if I look at our company today, I have no hesitation in 

thinking we are way more undervalued in the markets now than 

we were back then. You have to take that with a grain of salt 

because I am obviously biased but that is what I see today com-

pared to back then. I mean things are different. Our market cap 

is much higher today but if I just focus on the opportunity, 

there’s no comparison. At Lexaria, we have a great group of 

people who all have their heads down and are working hard. I know the market will turn but that’s out of our 

control. In the meantime, we’re just grinding it out.  

 

Special Report: Thoughts on the Sunniva conference call 

August 29, 2019 

 

I participated in the Sunniva (CSE: SNN) (OTCQB: SNNVF) management conference call on August 29, 

2019. Speaking on behalf of SNN were Dr. Anthony Holler, Chairman and Chief Executive Officer of Sunniva, 

Kevin Wilkerson, President of Sunniva Inc. and President and CEO of Sun CA Holdings the main U.S. sub-

sidiary and David Lyle, Chief Financial Officer of Sunniva. As if to prove every cloud has a silver lining, for 

some reason I was not given a chance to ask questions. However, Dr. Holler noticed this and arranged for 

himself, Wilkerson, Lyle and Rob Knowles, Vice President of Corporate Development to hold a conference 

call with me immediately after the formal call to answer my questions. This was fortunate because the most 

value for me was derived from what I gleaned from the second call with Holler, Wilkerson, Lyle and Knowles. 

Here are my main takeaways from the scheduled conference call: 

(a) Management is totally riveted on getting the glasshouse finished and operating. However, there was 

a further delay disclosed as operational status is now expected in the second quarter of 2020. The 

actual statement was “…we expect we will receive our Certificate of Occupancy no later than Q2 2020 

with the intent of pulling that target forward….” This includes bringing the glasshouse into partial oper-

ation on an accelerated basis if possible. 

(b) The role of Colliers International as the contractor has been significantly increased from an advisory 

one to providing complete project management oversight. Colliers is now fully in charge of running the 

project and some changes have already been instituted. Colliers is in charge of completing the con-

struction of the glasshouse reporting to both Sunniva Inc. and Barker Pacific. All contractors and sub-

contractors will report to Colliers. Colliers is updating all construction completion dates. Sunniva and 

Barker Pacific have agreed to this change. 

(c) An important announcement was the adoption of a plan to add additional backup electric power so the 

building can operate offline in the event of a power loss. As previously discussed, SNN will also in-

crease its chilling capacity. This will raise the total capital cost by U.S. $25 million. There are ongoing 

discussions with the Barker Pacific Group regarding the allocation of these outlays.  

(d) The bad news was announced in a Press Release the same day. The closing of the Okanagan Falls 

property has been delayed until the middle of September. The good news is the deal is still alive. The 

best news from my point of view is what I learned when I had the opportunity to ask questions. 
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(e) Sunniva has entertained expressions of interest from prospective buyers of Natural Health Services 

(NHS). One particular party is described as “…actively pursuing this asset.” Management hopes to be 

able to say something “…soon, once we have something solidified.” 

(f) The purchase of biomass and extraction was deliberately dialled back due to cash constraints. Man-

agement is now considering ways to realize revenue opportunities by utilizing the expanded capacity 

in extraction and distribution and packaging for third parties. Their new packaging and distribution 

facility can handle all of their own as well as others. But glasshouse funding is the priority. 

(g) The urgency of the cash crunch was not fully appreciated by me or the markets. Sunniva was running 

as close to hand to mouth as you can imagine. However, the recent financings and the expected 

closing of the OK Falls property has relieved this problem for the immediate future and will allow work 

to continue toward the completion of the glasshouse. More to follow below. 

(h) I was pleased to hear new President Kevin Wilkerson admit a major problem has been meeting cor-

porate timelines and targets. I think recognizing and acknowledging a problem is the first step toward 

fixing it. With the new team, Wilkerson says the goal is to set and meet our corporate milestones. 

 

Below are the questions I asked and the answers I received.  

Questions: 

(a) A major problem for Sunniva in the almost two years I have been following you is a complete inability 

to meet deadlines. This has eroded and continues to erode investor confidence. The sale of the Oka-

nagan Falls property was supposed to close in early July, then the end of August and now the middle 

of September. Do you have more evidence to convince me that the closing by the middle of September 

is any more realistic than the earlier deadlines that weren’t met? 

(b) The $25 million in additional capital costs was a bit of a jolt. Can you elaborate on that? 

(c) I read into what you said about the glasshouse, there is another delay from the first quarter to the 

second quarter of 2020. As with my earlier question, is there some reason your shareholders can have 

any confidence that this deadline will be met? 

(d) What is your monthly burn rate? 

(e) You have talked about financing options. One of the major concerns of shareholders is the shares are 

now around a dollar and if you are forced to do a major equity financing at this level there will be a 

significant amount of dilution. Do you have plans that will avoid this potential dilution? 

(f) My conclusions following this interview. 

 

Answers: 

(a) We have been working with CannaPharm for several weeks on their due diligence, their people, their 

financiers and that has taken much longer than we or they anticipated. Through the process we have 

been narrowing in on the timing of completion of their financing and believe it will be done very shortly. 

We are now on a schedule of weekly calls with their management and we are adding input from our 

side. We are looking for ways to help them get this done and we have team members who are meeting 

with their people. We have been meeting with their financiers and helping them to understand the 

project. We have been meeting with their appraiser to get them to understand the project. We are 

having multiple meetings every week driving to a close. So for them, financing was a major factor and 

it looks like they are there now. It looks like we have enough data points from them that we are confi-

dent it will close as outlined. We now have way more information that leads us to this conclusion. 
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Just in case, this wasn’t going to happen we have been working on contingency plans and that is what the 

recent financings were all about. So as it took longer than anyone thought, we had to be ready. We have 

always been confident it would close but it has taken longer than we or they anticipated. 

 

(b) Before David and Kevin got involved in the project there were changes made to the way we handled 

chilling. As David and I really dug into the plans we concluded that we didn’t have the backup systems 

needed for a facility this large and this valuable. We concluded we must have the contingency plans 

in place. I come from a military background so I’m all about contingency plans and backup programs. 

So Tony agreed that along with the additional environmental contingencies (cooling systems), we 

should add backup plans so, for example, we could handle a temporary loss of power without losing 

the whole facility. The shareholder value represented by the glasshouse is going to be far more secure 

with these additions. The $25 million in capital cost discussed today covers both the changes to the 

cooling system we had disclosed before and the backup power and other things we added since. 

 

(c) This all ties together. We know we have to meet our milestones when we say we are going to meet 

them. In fact that day has come and gone. So yes we announced a date in this call and we were very 

clear that we’re going to try to pull it forward. But we are aware that we have to build our credibility in 

the marketplace and to do that we have meet our deadlines. So we looked at everything involved and 

we are very comfortable that the glasshouse will operational in the second quarter of 2020. 

 

(d) We have some charges that jacked up our apparent burn rate in the second quarter that showed 

operating costs of $12.6 million. But that included an accounts receivable provision of $2.2 million and 

a $1.8 million production facility line item and non-cash items of $2 million. So we’re looking at around 

U.S. $6 million per quarter or U.S. $2 million a month.  

 

(e) For clarification, we were on a shoestring budget when I arrived in June and then the OK Falls closing 

was delayed so a cash pinch is something we’ve had to deal with all along. We’ve done some debt 

instruments with warrants so there has been some dilution already because we had no choice. I think 

that was the best decision we could make for the shareholders at the time and now we have some 

breathing room. So we’ve gone from weeks to months ahead of us where cash isn’t our overriding 

concern. Again, we have been planning our financial needs beyond that so we have been looking at 

the kind of debt with warrants funding that we’ve done recently all the way to straight equity. No deci-

sions have been made. If our shares stay low, we will emphasize the less dilutive debt and warrants. 

Market conditions will dictate what we do and we know minimizing dilution is important. 

 

Conclusion: After thinking about our discussion and considering the impressions I now have of Kevin and 

David, I conclude they will be invaluable to Tony Holler in fulfilling the requirements of management at Sun-

niva. I also know in previous discussions with Tony and Leith Pedersen at the time and shortly after he left, 

there are more additions to senior management planned but perhaps deferred due to cash constraints.  

For about a ten year period in my investment career, I had the privilege of working with former professional 

athletes who had successfully transitioned from sports to business. I haven’t had the same experience with 

military people but I bet they are similar. I found them to be highly goal and achievement oriented. They were 

extremely hard working and disciplined in the way they went about attaining their goals. I sense some of the 

same qualities in Kevin Wilkerson. Tony introduced Kevin as the person leading the first conventional troops 

into Afghanistan that was a chaotic and unpredictable environment. Tony pointed out Kevin had received the 
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Bronze Star, which I later learned is awarded to members of the U.S. armed services for either heroic or 

meritorious achievement or service in a combat zone. When I joked saying leading people in a chaotic and 

unpredictable environment was the perfect training to join Sunniva, he chuckled and said: “The analogy I’d 

make is training soldiers what to do if you’re caught in an ambush. You can’t stop and you can’t go back. You 

have to gather your people together and convince them you’re going to fight through it. We’ve already had a 

couple of days when I have sat with Tony, David and others and we’ve decided not to stop and not to go 

backwards but to fight right through it.” 

That’s a guy I want on my side.  

 

On August 21, 2019, I interviewed Chris Naprawa, President of Khiron Life Sciences (TSXV: KHRN) 

(OTCQB: KHRNF). Chris joined KHRN as President a little over a year ago arriving 

with an extensive capital markets background most recently with Sprott Inc. and as a 

partner with Sprott Capital Partners. In my opinion, this was one of the key decisions 

KHRN made last year. It enabled co-founder Alvaro Torres to focus his attention on 

the operations of the company as Chief Executive Officer while Naprawa used his skill, 

knowledge, energy and experience to develop the capital markets side of the equation. 

To pay for what Torres wanted to do, Naprawa arranged the financing. Not only that, 

Naprawa built an awareness of KHRN within the international retail and institutional 

investor communities and ensured the company was well financed so that a temporary 

decline in the stock markets would not impede KHRN’s growth plans or need a highly dilutive financing forced 

on them. Chris Naprawa has become my main contact at KHRN and one of the reasons I am so enthusiastic 

about the company’s prospects.  

 

Ohashi: how are you bearing up under the weak cannabis stock markets? 

 

Naprawa: Well it’s been a difficult trend to fight. Just when you think the decline might be coming to an end, 

we get hit by more bad news. I don’t have to tell you about that pattern. I know of one major, global institutional 

account that just capitulated. They sold all their cannabis stocks.  

 

Ohashi: Well that’s amazing but it probably means we’re close to the bottom. 

 

Naprawa: Yeah. It often happens that when the big guys bail out, that’s one sign we’re getting closer to a 

bottom. 

 

Ohashi: If last year was establishing your footprint in Latin America and South America, based on what I’ve 

seen so far from Khiron, it seems the next 12 to 24 months might see you make a move into Europe. I mean 

hiring Tejinder Virk as President and Franziska Katterbach as Chief Legal Officer of Khiron Europe was as 

clear a sign as any. Is that your business plan moving forward? 

 

Naprawa: We said our plan was to dominate Latin America but we didn’t say we aren’t going anywhere else. 

We have done a lot of work in Europe and due diligence and in the process we learned a lot. We came to the 

realization that as in the rest of our business, it’s about people. So we started looking. I originally called Tej 

hoping to get some referrals never thinking that we could get him. So that conversation quickly turned and 

when it became a possibility, we moved aggressively to get him.  
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Ohashi: It turns out I met Tej in Europe last year and I think he is a terrific addition. His move reminds me a 

lot of what you did a little over a year ago. Looking back, I would that worked out very well. 

 

Naprawa: Yes and he brings with him some hand’s on experience in the cannabis industry in Europe. Tej 

has an exceptional mind and knows how to get things done which is important to us. In the short time he was 

at Canopy Growth, they did several transactions. He can move around the highest levels of an organization 

with ease. He seems to embody exactly what we need. 

He brings along Franzie who is the Juan Diego Alvarez of Europe. She brought her knowledge and ability to 

Canopy around a year ago and she was involved in completing six transactions.  

So if we combine the business acumen of Tej with the legal knowledge of Franzie, we have a great team to 

get the job done for us. You will see we stepped up to get them but I think if they had been a small cannabis 

company in Europe I would have had to pay a lot more to get them.  

 

Ohashi: And like you, they are motivated to produce? 

 

Naprawa: Yes. They see in Khiron what you and I see - a multi-bagger opportunity over the next few years. 

At a market cap of around $200 million, I don’t think anyone is going to say that Khiron is overvalued and we 

have a real opportunity to build something special in Europe.  

Anticipating your next question, I think Spain is a natural place for us to begin. We know the language, we 

know the laws, there is a familiarity with the culture and we have relationships. We’ve never been a believer 

in the hub and spoke model. If you go into southern Spain, there’s an area with 50,000 hectares of green-

houses. It’s sort of the breadbasket of Europe and there are a few families that are dominant there. So we 

think we can find a way that will get us into the market requiring comparatively little capital combined with 

lower risk. So we can do there what we’ve done everywhere else, that is, work with experts, mitigate our 

business risk and manage our capital risk.  

 

Ohashi: Does the Mercosur agreement work into this? 

 

Naprawa: Yes, and that stems from our involvement in Uruguay. Like any agreement there is more work to 

be done there but it will come. I just saw the final designs for our facilities in Uruguay. Despite the fact that 

the capital cost is extremely low down there, it will be a state of the art facility. The capital will be going into 

laboratory and extraction facilities where the returns are much higher and there’s nothing stopping us from 

sourcing biomass locally as well.  

 

Ohashi: Is it similar in form to Colombia? 

 

Naprawa: It is similar to what you saw but it’s a little more durable because Uruguay has seasons which 

Colombia does not. So it gets a little colder in the winter which is right now, and a little warmer in the sum-

mertime. Understand that in everything we do, we learn a lot. So even in Colombia, our next facility will 

incorporate the many things we have learned. So the materials that we use will be very similar but the layouts 

and so on will be more efficient and mitigate operational risks. We can build upon what we have done with 

what we have learned. 
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I’m sure some of the Canadian operators that started with a one million square foot facility would like to dial 

back the clock. I think they would have been better off if they could have started with a smaller facility and 

build additional operations incorporating what they have learned. That is the advantage we have and I think 

it will serve us well. The changes will be engineered into our subsequent models in Colombia and Uruguay 

and elsewhere. We won’t talk about that very much because that knowledge is valuable to any operator. And 

remember it is still in the back of our mind that when we can be out of the growing business, when there is 

an assured source of top quality biomass, we plan to move de-emphasize growing. 

In Uruguay, we will be starting development and construction work right away with Marco Algorta, our Country 

Manager. In Colombia, my best guess is in one to three months. All the civil engineering work in Colombia 

has been done so it’s ready to go. 

 

Ohashi: What about Chile? 

 

Naprawa: We continue to work there and there are a couple of other things available to us that are very 

interesting and exciting. Rodrigo Azócar who is our country manager there and who you have met has been 

doing a great job for us there and we are looking to expand his role. But Chile is certainly still moving ahead 

slowly and deliberately. Oh, there was some positive news out of Brazil that we are still trying to verify but 

apparently Jair Bolsonaro has said he favours medical marijuana which is the first time we have heard that 

from the President so that could be very positive. 

 

Ohashi: Peru? 

 

Naprawa: In Peru, we received our pharmacy license. This is important because to do business in Peru you 

have to be registered as a pharmacy and we have completed all the regulatory requirements so we are 

properly established. Rather than re-invent the wheel, Peru has taken the approach that we already have 

pharmacies regulated so we will leverage on top of that to deal with cannabis. Luis Marquez who looks after 

Peru is doing a very good job for us there. 

 

Ohashi: Will you continue to move forward in Latin America and South America? 

 

Naprawa: We’ve covered off most of the countries we want to be in at this time. A wild card might be Argen-

tina. Given everything that is going on makes it unpalatable to be there but sometimes that can be the best 

time to make a move. Eventually, they are going to have a medical cannabis regime but in the meantime they 

have bigger problems. But there may be other ways to have a presence that can work for us. My personal 

bias is negative because of past experience in resource markets. Venezuela is an interesting region. Brazil 

is an opportunity although they require GMP certified labs for production of certain types of products. Para-

guay has many of the same requirements but they have a well-developed medical market that produces a 

significant amount of product for Brazil already. So Paraguay is a small market but it may be complementary 

to Uruguay. We are very much on top of things in Mexico and we see many opportunities there. We’re basi-

cally waiting for regulations.  

 

I still think it is very likely that we’ll do something directly in the United States. Our first shipment of the Kuida® 

brand is expected to be delivered this quarter or early next. We’re going to start off slowly but we believe we 

can ship Kuida® products from Colombia directly into the United States. It’s a competitive market and it’s 

expensive but here’s the reality – if you want to acquire a branded cannabis product, the United States is only 
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market where you can do that. It’s also a market where the funding window is closed for now. So that adds 

up to opportunity for us. 

 

Ohashi: You’re still in good shape funding-wise. Right? 

 

Naprawa: At the end of June we had around $55 million… 

 

Ohashi: …so it hasn’t changed much… 

 

Naprawa: …but that doesn’t mean we haven’t been spending. When you see the quarterly report…no one is 

going to accuse of being frugal. But we’ve had more warrants exercised to top up our cash. 

 

Ohashi: It sounds a little bit like the strategy of Bruce Linton, formerly at Canopy. He believes you have to  

strike when the iron’s hot. But at least with Khiron, I can see your spending is careful and well thought out.  

 

Naprawa: I think the Italian acquisition that we passed on showed we are disciplined. We saw something that 

looked attractive but as we peeled back a few more layers of the onion, it made less and less sense. I mean 

some people don’t want to face the embarrassment or whatever of not closing an acquisition. But we felt it 

was the best decision and that’s what we did.  

 

But nobody should interpret that as Khiron being negative on Europe or especially Italy that has had some 

negative publicity recently. I just spent two weeks there doing due diligence and the tobacco distributors have 

a stranglehold on distribution in a country where everybody smokes. They have no interest in allowing out-

siders into recreational cannabis distribution. They’re not going to let you walk in and do whatever you want. 

And I’m not talking about the government.  

 

Ohashi: How are the Kuida® products doing? I know you’re getting shelf space but is that translating into 

sales?  

 

Naprawa: Sales have started. In the first half of the first quarter, we were still exclusive to Farmatodo. Then 

we started filling the distribution channels and bringing on other stores. So we had modest sales but we’re 

continuing on now with traditional advertising. I would say most people are buying it right now to find out what 

it is and if they like it. I met with Elsa Navarro, Skin Unit Director and Rodrigo Durán, head of the Dixie Brands 

joint venture recently and they have a very strong plan moving ahead. If we can get up toward $2 million in 

sales in Colombia this year I would be really pleased.  

So this is the year we introduce the Kuida® line and the next three years is when we anticipate strong growth 

in sales. But we are comfortable with what’s happened so far and, as I said, we have a solid plan and we’re 

moving forward. 

 

Part of the reason we were able to reach a distribution agreement with Grupo Éxito in two months is that most 

of the other CBD infused producers have only one or two products. Because we have seven or eight we can 

talk about a platform with more stock keeping units (SKUs) coming and they really like it.  
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Ohashi: When I was last down to Bogota for a visit, I was left with the impression that there is a consumer 

education program that has to take place. A lot of that responsibility falls on you leading the way to market 

but being perceived as the first to market gives you an advantage as well. Once you reach a certain level, it 

will be very hard for those coming behind you to get market share. 

 

Naprawa: To me the proof is in the pudding. We continue to get more and more stores that want to get Kuida® 

in their stores and on their shelves. They wouldn’t do unless they think they can sell it. The way I think of it is 

2019 is about the plumbing and not the flow because without the plumbing we’ll never get it. We still have to 

deal with the regulatory issues. We still go in and explain the product to senior people. We often have to 

assure them it doesn’t get you high.  

 

Ohashi: Let’s just finish our discussion of operations in Colombia. The plants are growing? No problems in 

the grow facility? Extraction? Lab? 

 

Naprawa: Everything’s fine. The plants are growing and thriving. Our people are getting better as they gain 

experience. Remember there are two parts to the building at the facility. One is for extraction but the other is 

the GMP compli-

ant laboratory and 

it has been a major 

time saver. If you 

go to the Gallery 

on our website you 

will see the pic-

tures that Paola 

Ricardo put up late 

last week. You will 

see pictures of product growing, harvested, decarboxylated1, processed and bottled. (see more pictures here) 

 

Ohashi: I thought I saw someone recently announce they are going to start construction of a GMP compliant 

lab and said it will be the first in Colombia or Latin America, I think. 

 

Naprawa: Well our lab is GMP compliant and it is up and running. We expect to have our first medical prod-

ucts out this quarter and we’re on track to meet that goal. Some of the product that goes out late this quarter 

or early next will probably go to the Latin American Institute of Neurology and the Nervous System (ILANS) 

as part of the new insurance program we announced recently. 

 

Ohashi: This is the program that Alvaro Torres, CEO of Khiron, talked about six months ago. The medical 

team from ILANS that you acquired last year determines the patient treatment that may or may not include 

cannabis and simply bills the government plan for the category of “pain management” or whatever it is. 

 

Naprawa: Yes that’s right. This is a trial run that has been approved for four months and 450 patients. When 

it is completed and if the results satisfy the government, we expect the program will then be extended to four 

                                            
1 Decarboxylation is a process that converts THCA to THC and also reduces the risk of bacterial contamination in extracted 
products.  

https://investors.khiron.ca/gallery


31 
 

or five more clinics throughout the country. If this happens, it will produce a predictable recurring revenue 

stream. 

 

Ohashi: You mentioned that ILANS had a record month in July? So ILANS must be on track for $12 to $15 

million in revenue this year? 

 

Naprawa: I would say $12 million because we cut out around 20% of ILANS’ services earlier. 

 

Ohashi: Well you’ve got a couple of bullish forecasts out there in the form of target prices of $6.00 by AltaCorp 

Research and $6.75 per share by Canaccord Genuity… 

 

Naprawa: We’re going to need a better market but the good news is we’ve got the people and we’ve got the 

cash to accomplish everything we want in the next twelve months. As you know, the markets are a double 

edged sword. When the Exchange Traded Funds (ETFs) were growing and buying Khiron, everyone loved 

it. Now if the ETFs rebalancing means they sell are selling shares, everyone hates them. But as we convert 

all the activities we are engaged in right now to revenues and income, the vagaries of the stock market 

become less important to us over time. Also, since I got back from Bogota recently, I am more confident and 

more enthusiastic about our company and prospects than I have ever been. 

I mean in 2018 at this time, we were doing our first raise at $.90 per share and if we told everyone their stock 

was going to double in a year they would have been thrilled. I know we subsequently did raises higher but 

our plan is just to keep our heads down and plow ahead. As long as we do that, I am confident the stock price 

will look after itself and all shareholders will find themselves in a profitable position. 

 

Conclusion: as the interview suggests, KHRN’s fundamentals are in good shape and basically on plan. The 

company is also well funded. The other comment I would like to make is the Exchange Traded Funds (ETF) 

are probably adding to the volatility to the cannabis group. When the ETF’s were growing and the cannabis 

stocks were advancing, it was a positive to be included in a portfolio. But when the cannabis stocks began 

declining which has been the case for the past 17 weeks according to our numbers, these portfolios decline 

in value and as a result a portfolio holding can be sold to reduce its weighting. This is a little perverse because 

a couple of Fridays ago, CannTrust (TSX: TRST) (NYSE: CTST) unexpectedly rose over 40%. It now seems, 

the scandal ridden TRST had fallen so much in price, its price fell much faster than the rest of an ETF portfolio 

causing its holding became under-weighted. As a consequence, the ETF purchased shares to restore its 

position in the portfolio. In effect, it was rewarded for its poor performance. On the other hand, if the price of 

a stock performs much better than a generally declining portfolio, it becomes over-weighted and an ETF will 

sell shares.  

 

The one thing that is clear to me is this cannabis stock bear market will end and indications are we are much 

closer to end of falling stock prices than the beginning. Second, when it ends Khiron will have continued to 

operate and grow and will stand out as one of the great values in the cannabis group. Within the next 12 to 

24 months, I think KHRN will become even more strongly rooted in Latin and South America, have established 

a foothold in North America via the United States as well as Europe probably through Spain. KHRN is one of 

those rare companies that the lower its stock goes, the more attractive it becomes.  
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Special Report: The Cannabis Stock BEAR Market. 

 

Regular readers will recognize the illustration below as my depiction of a typical stock market cycle. In Feb-

ruary 2018, I published an article on Seeking Alpha titled, “Where are we in the Cannabis Stock Market 

Cycle?” At that time I said we were transitioning out of the Dynamic 

Phase of the Bull Market to the Trading Phase of the Bull Market and 

investors should be a little more cautious. In November 2018, I pub-

lished an update to this article that said clearly we are in the trading 

phase of the bull market and much closer to the bear market. This spe-

cial report will explain why I think we are now into the bear market 

phase and perhaps well into it. 

I want to add, I have been intending to do an update but the events of 

last week made it more urgent.  

The chart below right illustrates the Dow Jones Industrial Average over 

the past five and one-half years or the same time that the cannabis 

stocks have been actively trading in the Canada. There are a couple of points worth noting from an investment 

point of view: 

(1) In the long term, stock prices go up. The long term 

return on the Dow has been approximately 9% 

per annum excluding dividends. 

(2) In the short term, stock prices also go down as 

illustrated. The long term return includes the im-

pact of short term declines. 

(3) The periods of rising stock prices are longer and 

stronger. The periods of falling stock prices are 

shorter and sharper. 

(4) Bear markets have not given up all the gains from 

the previous bull market. 

Extended periods of falling stock prices or “bear mar-

kets” are usually defined as having three distinct phases sometimes called psychological phases: Denial, 

Worry and Panic.  

Denial: this is the early stage of a bear market and the first negative signs are ignored or denied. In other 

words people are still fairly optimistic and refuse to believe the good times will ever end. From my perspective, 

the denial phase was evident in January/February 2018 when I first began to warn people that we could have 

increased volatility, some of which would be on the downside. 

Worry: this is the middle stage of a bear market when people’s thinking becomes, “Maybe prices are going 

to go down.” I sensed a lot of worry and concern in the second half of 2018 and the emails and questions I 

received at this time reflected this change in investor sentiment. Often, the change from Denial to Worry is 

triggered by the market price of a few of your holdings dropping below your cost. 

Panic: this is the final stage of a bear market. It is the point at which less experienced investors bail out of 

stocks for no reason other than fear. Formal studies have shown that the average investor is not indifferent 

between making money and losing money. What the behavioural economists tell us is people would forgo a 

larger profit to avoid a smaller loss. In other words, the average person does not place the same value on a 

dollar of profit and a dollar of loss. A dollar of loss is more important to avoid than a dollar of profit is important 

to make. So a trigger that moves an investor from Worry to Panic is when the value of your cannabis portfolio 
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falls below your cost. It is at this point that the typical investor will panic and sell. In the past two weeks, I 

sense the beginning of panic based on feedback from readers and from the stories going around. 

Conclusion: we are now between the end of the bear market and start of the next dynamic phase of the bull 

market for cannabis stocks. As I explain below, there are two ways bear markets end: with a “V” bottom or a 

“U” bottom. I felt it would be more useful to put out a quick, brief report on this because the panic stage 

associated with a “V” bottom can happen and end very quickly.   

 

When will the bear market end and the bull market begin? Bear markets normally end in a “U” bottom or 

“V” bottom.  

 

“U” bottoms are like financial torture. The pain goes on for months and months. My assessment is they are 

most often associated with economic cycles. The bear market began because a recession was anticipated. 

But the stock market often did not begin to recover until a turnaround in the economy was foreseeable. Alt-

hough economist Paul Samuelson said, “The stock market has forecast nine out of the last five recessions,” 

meaning the stock market went down without a recession ever happening, every bull market is associated 

with a period of economic growth. But something like half of stock market recoveries have been associated 

with an economic turnaround and these have tended to be the long, drawn out, painful, “U” bottoms. I used 

to liken “U” bottoms with bad movies – just when you thought they would never end, they do.  

“V” bottoms, as the name suggests, are quick and dirty and are often referred to as “selling climaxes.” They 

happen after the market has already been falling when suddenly bids fall away and offerings chase prices 

down. Price declines are significant and trading volumes are explosively high. This is what I saw with the 

Marijuana Index North American Index that dropped 3.7% on Friday and 12.7% on the week while the Cana-

dian index dropped 4.5% on Friday and 10.6% on the week. These are the kind of numbers than are precur-

sors to a selling climax. 

  

That is why I keep suggesting to add to positions as we go. If you wait for a selling climax thinking you will 

buy that will only happen if you have the guts of a Mississippi riverboat gambler. You won’t be able to pull the 

pin at the right time. And because investors are already in a negative mood, history shows the first 25% of 

the recovery will happen before you even take notice. But the most serious mistake is if you sell at these 

prices because you then lose any chance to recover and grow into the next up-leg in cannabis stock prices. 

Here is my challenge to readers. The following stocks closed at the following prices on July 12, 2019. I am 

going to revisit these prices in a year – at the close on July 10, 2020. My bet is the prices a year from now 

will be significantly higher than they are now. I challenge you to put in the price you think whichever of these 

stocks you currently own is trading at a year into the future. To help you along, I will publish this list each 

month along with the Let’s Toke Business Marijuana Composite Index, the Let’s Toke Business Licensed 

Producer’s Index and the Marijuana Index  North American, United States and Canadian Indexes along with 

the Dow Jones Industrials and the S&P/TSX Indexes. 

  

Company   Stock Symbol Price  Price  % Chg Price est. 

       July 12 This   7/12/19   July 10, 

       2019  Week  to now     2020 

1933 Industries  (CSE: TGIF)  $0.41  0.0%        $☺$ 

Cannabis Growith  (CSE: CGOC) $1.57  0.0%             $☺& 

Khiron Life    (TSXV: KHRN) $1.93  0.0%             $☺$ 
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Lexaria Bio   (CSE: LXX)  $1.09  0.0%             $☺$ 

Sunniva   (CSE: SNN)  $3.43  0.0%               $☺$ 

LTB Composite        692.72 0.0% 

LTB Licensed Producer    2,899.90 0.0% 

MJ North American        216.53 0.0% 

MJ United States          97.33 0.0% 

MJ Canadian          434.63 0.0% 

Dow Jones Industrials    27,332.03 0.0% 

S&P/TSX Index     16,488.12 0.0% 

If these five cannabis picks do not average a +15% return over the next twelve months, I will provide each 

reader with a cooked spaghettini noodle that can be used to flog me over the head as I run a gauntlet made 

up of every reader who wishes to participate. The percentage change will be calculated by adding the per-

centage change of each of the five stocks listed removing the one best and one worst performer and dividing 

by three.  

 

July 18, 2019 - I was pleased to have the opportunity to interview Chris Rebentisch, the newly ap-

pointed Chief Executive Officer of 1933 Industries (CSE: TGIF) (OTCQB: TGIFF) who is now respon-

sible for overseeing all of TGIF’s operations going forward. Chris founded Infused 

MFG in 2017 after personally developing the intellectual property for Infused’s line of 

hemp-based, CBD Infused consumer branded goods. Chris has been responsible for 

managing TGIF’s THC subsidiary, Alternative Medicine Association and has overseen 

TGIF’s expansion initiatives and product growth across the US. This was my first oppor-

tunity to speak with Chris since his appointment and I will provide my conclusions at the 

end of the interview. 

 

Ohashi: I’d like to start by clarifying the timeline of your new facility coming on stream in Las Vegas. I visited 

your facility a few weeks ago and at that time you were in the process of installing machinery and equipment. 

When do you think that will be completed? 

 

Rebentisch: it’s done. We have started the process of transferring our cannabis license from our current 

facility to the new facility which should take two or three weeks. So we expect to have the license transfer 

completed by the end of July with plants coming in right after.  

 

Ohashi: so what’s that process like? I assume you will be staggering the planting so you can phase the 

harvests and have a consistent yield… 

 

Rebentisch: correct. In our news release we announced that we have 5,000 clones ready to propagate the 

building and 200 mother plants of 26 varieties. The clones will be moved in right away and they will take 

around four weeks to continue to vegetate and then we will start the flower cycle. The flower cycle will take 

eight weeks. Then the harvesting, drying, packaging and testing takes another four weeks combined. So 

you’re looking at around 16 weeks from the time we put our first plants in until we get our first sales out of the 

new facility. 

 

Ohashi: that puts us around November? 
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Rebentisch: yes. We expect the harvesting will happen in October. Then we need two weeks for drying, two 

weeks for testing and one week for packaging. So we’ll be into November when we have product ready to go 

out on dispensary shelves. 

 

Ohashi: what kind of product are we talking about? Dried flower? 

 

Rebentisch: dried flower and pre-rolls. These are the only two products we can make out of that facility.  

 

Ohashi: your CBD infused products going out to 46 states. What stage are you at with those? 

 

Rebentisch: we’re currently in over 800 stores across the U.S. of which around 350 are actually dispensaries 

in ten different states. We have a pretty aggressive sales team so we are opening around 75 new wholesale 

accounts every month. In the next two months we should hit the 1,000 store mark. Our plan for that is to add 

new CBD brands to our portfolio as we grow and become a nationwide distributor.  

 

Ohashi: after that you have the hemp coming on… 

 

Rebentisch: correct. We have a hemp extraction facility that will come on line at the end of the year. This 

does two things for us. It allows us to increase our profitability because we’ll be using our own hemp in our 

hemp based CBD infused products instead of having to buy it and it will allow us to offer wholesale products, 

that is, concentrates (full spectrum oils), isolates and distillates. This will give us a significant bump in reve-

nues when we start sales in January and February 2020. This will also allow us to report an important im-

provement in profit margin. What we’re seeing as more hemp production comes on is a reduction in CBD 

price points and ultimately the prices of the end product. So getting our own hemp capacity will allow us to 

be more competitive on the top and bottom lines.  

 

Ohashi: the hemp was a separate transaction from the new facility… 

 

Rebentisch: that is correct. The building actually sits on the same parking lot that adjoins the new facility. 

 

Ohashi: so if we look out a year from now, what do you think your revenue run rate will be? 

 

Rebentisch: we haven’t officially given any numbers on that but I can say we are on pace to do $20 million 

this fiscal year that ends this month. So you’ll have to do your own numbers based on the outline I’ve given. 

 

Ohashi: let me switch now to the management changes you announced recently. Congratulations on your 

appointment to Chief Executive Officer. As an outsider looking in, I see a formalization of the senior manage-

ment group that has been in place. 

 

Rebentisch: not completely. First, I think we have one of the top management teams for a company like 

ours. We’ve learned together. We’ve grown together. We’re at the top of our game. So giving people the 

ability to make decisions that impact our company positively is essential if we’re going to continue our growth 

trend. In our business plan, we’re moving toward consumer branded goods so the people we have put into 
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the key senior positions have backgrounds in the retail and consumer branded goods space. It’s very im-

portant at this critical juncture for 1933 Industries to put the right people in the right positions so they can 

contribute to the very rapid growth we see coming up. We still have some spots to fill and these may be filled 

more from outside. But as you’ve said, it’s all good, it’s all about what we see ahead for the cannabis industry 

and the people we need to help us get there.  

 

Ohashi: That’s a point well taken. I mean when I look at what you’ve done in getting your product into 800 to 

1,000 stores in 46 states - that is really a significant accomplishment. 

 

Rebentisch: Considering we were at zero two years ago, we are all very pleased where we are today. When 

I think about the revenue we are getting now and looking at the year ahead, yes it’s quite a feat. But it has 

taken a group of people working together at the top of their game for the past two years to get us from there 

to here. I mean when I look at the CBD side, it was my company that I partnered with 1933 that we put into 

the Reverse Takeover to go public. After that 1933 gave me a $250,000 loan and told me to go at it. So I built 

the company, the revenue and the brands on a quarter of a million dollars. You don’t see public companies 

out there doing that today. We learned how to build revenue for way less than what people today are buying 

it for.  

 

Ohashi: I like the direction you’re headed in, that is, the Consumer Branded Goods space. I mean for several 

years I have been avoiding what I call the farmer in the cannabis industry. If you look at the tobacco industry, 

the farmer is the low man on the pole… 

 

 Rebentisch: …and the sugar industry… 

 

Ohashi: exactly. My final question is what else do you see out there that you want to take advantage of? 

 

Rebentisch: One thing we’ve given some thought to since late last year is that 1933 Industries is two com-

panies: one is a marijuana company and the other is a hemp company. Running them combined has some 

positives. First, we have combined resources to run both entities which results in better profitability. That is 

starting to show and I think shareholders will really begin to see that as we move ahead from here. But on 

the other side, marijuana is still federally illegal in the U.S. while hemp is legal. So this causes us some 

problems in marketing but more in banking where bankers don’t want to touch a business associated with 

THC and U.S. institutional investors are harder to attract because of the THC connection. So when our mari-

juana revenue gets to a sustainable base level, maybe it will be time to think about taking the CBD side and 

listing it separately on the NASDAQ and running the two separately.  

 

Our priority right now is to get the revenue and income of 1933 Industries growing so investors will share our 

vision and allow us to trade at a higher market cap. I think the next big push in the U.S. cannabis industry is 

to increase the appeal to the U.S. institutional investor and we want to be ready when it happens. We plan to 

start a program in that direction at the end of the summer. 

 

Ohashi: Let’s not forget the next eighteen months is going to be pretty important for the U.S. cannabis indus-

try from a political point of view with odds favouring changes for the better. In Canada, it’s kind of the opposite 

as the pro-cannabis Liberals are not doing well in the polls and the Conservatives are doing much better and 

were so strongly anti-cannabis in the last election, they made the Republicans look marijuana friendly. 
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Rebentisch: yes. I mean where we are now is where Canada was four or five years ago. So all we need is 

for someone in Washington to give cannabis the green light and we’ll all be off to the races for a few years. I 

think we’ll be well positioned with our revenue base high and growing by election time when someone might 

step forward to give the industry the go-ahead. 

 

Ohashi: after our interview, 1933 announced it plans to use the original cultivation facility to increase extrac-

tion capacity including shatter, crumble, sugar, wax, budder and distillate under the Alternative Medicine As-

sociation (AMA) brand. This will increase production area from 483 sq. ft. to 2,215 sq. ft. doubling distillate 

production from 40 litres per month to 80 litres per month. Production is expected to come on line in the fall 

of 2019. It was also announced that 1933 has been working of the customization of equipment that will es-

tablish one of Nevada’s largest hemp extraction facilities with the ability to isolate CBD, CBN, CBG, CBC and 

several other cannabinoids and the ability to produce full spectrum and broad-spectrum oils as well as isolates 

that meet GMP standards. 

 

Conclusion: This was my first chance to speak to Chris and my thanks to Brayden Sutton for setting that up 

for me. If found Chris to have a clear vision of where the thinks the U.S. cannabis industry is headed and how 

he sees 1933 fitting in. Obviously he has been an outstanding operational leader and I think he will be com-

plement Brayden Sutton very well communicating with the investment industry. Running some “back of the 

napkin” numbers, I looked at the next fiscal year that starts next month and ends in July 2020. Based on my 

understanding of 1933’s current business, the timing and sales potential from the new cannabis facility and 

the new hemp facility starting up at the end of the year just as revenue from the new marijuana facility should 

begin to add to sales, 1933 Industries is a company that is trading at one times potential sales in the next 

twelve months and is significantly undervalued on that basis. Not only that, from the perspective a year out 

looking at the fourth quarter 2020 and the July 2020 results, the revenue run rate will point to strong growth 

in the year after. Both of these statements do not take into account the potential of sales and income from 

other sources. As an investment associate used to advise his clients many years ago with great success, “It’s 

time to fill your boots!”  

 

June 26, 2019 - This week I interview Chris Bunka, Chairman of the Board and Chief Executive Officer 

of Lexaria Bioscience (CSE: LXX) (OTCQX: LXRP) since 2006 who was primarily responsible for the cor-

porate pivot from older business activities to bioscience. Chris is a serial entrepreneur and has been involved 

in several private and public companies since the late 1980’s. He has extensive experi-

ence in the capital markets, corporate governance, project acquisition and corporate 

finance. He is a named inventor on some of Lexaria’s pending patents.  

 

Chris is one of my first and most valued contacts in the cannabis industry. We have been 

talking Lexaria and cannabis for almost four years. My recommendation of LXX did ex-

ceptionally well going from around $.30 per share to over $3.00 per share before slump-

ing back to around a $1.00 per share over the past year. As the interview reveals, it is 

ironic that while the stock price has fallen, business activities have never been more promising for Lexaria. 

In this interview, Chris talks about: 

 The interaction of human digestion and the effect on ingesting drugs such as THC, CBD and nicotine 

 Why LXX’s DehydraTECH™ technology is superior but can work with nanotechnology 

 How DehydraTECH™ works and what it can do 



38 
 

 Why LXX was targeted by ‘big tobacco’ and the proof of concept project with Altria (NYSE: MO) 

 Expected flow of news from the Altria project in 2019. 

 The rest of LXX’s business and the explosion in their hemp operations 

Conclusion: I continue to like LXX for the portfolio of long term growth investors. But here’s another idea. I 

think it is an ideal stock to buy for your children’s and grandchildren’s portfolios. I’m sure they will thank you. 

 

The Interview 

 

Ohashi: Hi Chris. How are things? 

 

Bunka: Things have never been as advanced as they are now but the market is giving us the cold shoulder 

so it’s frustrating. But the markets are what they are….. I’m very satisfied with what we’ve accomplished to 

date and we’ll just keep going and hope the markets will catch up. 

 

Ohashi: Many people have just learned of Lexaria and your technology. Let’s provide some background to 

give a better understanding of the big picture. What happens when a drug like CBD is ingested? 

 

Bunka: Sure. But let me start by disclosing I am not a doctor and I am not dispensing medical advice in any 

way. What I will try to do is explain in lay terms what I have learned about our technology - DehydraTECH™ 

We are water-based creatures and almost everything we eat is converted into water soluble forms for release 

into the bloodstream. Vitamins will help clarify: Vitamin C is water soluble and Vitamin E is fat soluble. So if 

you take a multi-vitamin with both C and E in it, 60% to 90% of the Vitamin C will probably end up in your 

bloodstream. But chances are also very good that only 5% of the Vitamin E in the tablet will end up in your 

bloodstream. So the body has challenges absorbing fat soluble vitamins. 

 

Compare alcohol and cannabis. Alcohol is water soluble and is easily absorbed into the bloodstream and if 

you take a breathalyzer test 24 – 36 hours later, it will be all gone. Cannabis is fat soluble. If you use cannabis 

and take a test, it can show up in your system 3 – 4 weeks later because there can be residual amounts of 

cannabis in your liver for a long, long time.  

 

Lexaria’s technology focusses on those difficult to deliver fat soluble molecules and we significantly enhance 

the quantity that actually gets into your blood. We also radically reduce the amount of time required to get the 

molecules into your system. We have lots of scientific evidence to support these statements. 

 

Ohashi: cannabis and tobacco are frequently smoked. 

 

Bunka: yes, smoking is completely different and gets us into different ways of administering a drug. If you 

use a hypodermic and inject it into your bloodstream, that’s called perfect bioavailability, that is. 100% of the 

drug in the syringe enters your bloodstream. Anal suppositories are the next most efficient but obviously less 

popular. They typically deliver 60% to 70% of the drug. Pulmonary inhalation (smoking and vaping) delivers 

30% to 40% and is next best. The two main drawbacks to smoking are it bothers people who are around you 

and especially with combustion, in time, it will likely kill you. Vaping is most certainly much less harmful than 

smoking but it is not without harm. The simple reason is human lungs evolved to exchange only oxygen and 

carbon dioxide while the stomach and intestine evolved to absorb everything else. Also with eating most 



39 
 

things go into the liver to get metabolized so the body can use the materials and then it moves to the blood-

stream. With smoking you have a first bypass of the liver and the drug has a chance to circulate and bind 

with human receptor cells. So this first bypass is a characteristic that is much sought after because the drug 

can get into the bloodstream without being altered or delayed by going through the liver.  

 

Ohashi: how does nanotechnology fit in the scheme of things? 

 

Bunka: nanotechnology is a large area of discussion right now and it has mostly positive outcomes but there 

are negative ones as well. Nanotechnology is over twenty years old and research peaked around 12 to 15 

years ago. The original idea was to make molecules small enough to get across the intestinal barrier or 

intestinal wall and another reason that it is still being pursued is to penetrate the blood/brain barrier. But the 

downside is that because nanotechnology doesn’t exist in nature, the human body has not evolved to deal 

with nanotech. This means nanotech might be able to get molecules past these natural filtration systems but 

they might not be able to get out. So there is a lot of concern about using nanotech with inorganic materials. 

For example, silver is being used to treat certain conditions but the downside is an inorganic material like 

silver can also accumulate in the body and result in medical situations the body did not anticipate. For exam-

ple, what if you end up with large amounts of silver in your heart tissue? So for organic molecules, nanotech 

is probably fine but one should be cautious when used with inorganic materials.  

 

Finally, big pharma is pursuing extremely complex applications of nanotech. Anyone can go to Amazon and 

buy a simple $5,000 nanotech machine that will work in your kitchen. But that’s not so useful to the pharma-

ceutical industry anymore. In pharma, recent applications involve nanoparticles coated with different layers 

of materials with each one designed to do a different thing. You are not going to see these processes used 

in consumer products because it could cost between $10 to as much as $200 per dose. So if you encounter 

nanotech in a consumer product it probably isn’t one of the high end, sophisticated pharmaceutical forms. 

 

Ohashi: is there a difference in the way the body treats a sold as opposed to a beverage? 

 

Bunka: the body recognizes things based on molecular characteristics more than whether it’s solid or liquid. 

Probably over 95% of what you eat passes through the stomach and is absorbed in the intestine. Athletes 

have packets of simple sugars you can put in your mouth and is absorbed sublingually, that is, under the 

tongue or directly through the stomach but these are exceptions. Liquids might possibly be absorbed more 

readily because it is already broken down whereas solids are not but it probably isn’t going to be a big thing. 

 

Ohashi: so the bottom line is you’re trying to get more the material into your system, faster. 

 

Bunka: you can imagine almost every person in North America has some kind of over-the-counter medication 

in the cabinet to relieve pain. When you are in pain, you want it to go away quickly so speed of delivery is 

important. Or consider our experience with soft recreational drugs like caffeine, nicotine or alcohol. Many 

people get up in the morning and one of the first things they do is smoke a cigarette or have a cup of coffee. 

They don’t want to wait. The same thing is probably true with a glass of wine or beer. So in the simplest 

sense, yes, speed matters to everyone but maybe for different reasons. 

 

Ohashi: so where does Lexaria’s technology fit in? 
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Bunka: DehydraTECH™ is a technology we own that has nearly a dozen patents issued and 60 patents 

pending. It processes fat soluble molecules in a new and unique way that alters the way the body perceives 

them. In many ways we are the antithesis of nanotech because we purposely make the molecules “bigger.” 

We have found a way to take a drug like CBD or THC and attach it to a long chain fatty acid such as olive oil 

or walnut oil. Our user effectively receives the advantage of both these molecules. The long chain fatty acid 

has an important action as they tend to lock the bitter taste receptors on the human tongue and in the mouth 

so the bitter taste of the drug is not detected. 

 

Then at the intestinal wall a communication process goes on to identify what you have just eaten resulting in 

a somewhat unique formulation of bile being produced and released to assist in digestion. The body has a 

preferential pathway for LCFA. In fact these are so useful to the body that we manufacture androgynous 

LCFA to aid in our own digestion. So DehydraTECH™ kind of highjacks a natural bodily process doctors have 

known about for years and the long chain fatty acid with the drug in tow tends to be shunted away from the 

liver directly into the lymphatic system. With Lexaria’s technology we bypass first-pass liver metabolism with 

an edible. This means DehydraTECH™ produces a drug delivery result similar to smoking because smoking 

also avoids first pass liver metabolism and we save the 30 to 90 minutes processing time required by the 

liver. That is the main reason traditional cannabis edibles are so slow. They have to get through the liver. 

This leads to another important and more recent discovery - the role of fatty acids and interaction with the 

blood/brain barrier. The blood vessels that feed and take away from the brain get exceptionally small and 

make it difficult for viruses and bacteria to make that journey. That’s the point of the barrier. But evolution is 

ingenious. It has evolved a protein based long chain fatty acid transport mechanism. Once again, our tech-

nology has highjacked a mechanism to enable much larger molecules to pass into the brain. We only discov-

ered this recently through testing we conducted. If you have medical professionals as readers, I hope they 

will excuse me for reducing what is a very complex process into something I hope lay people can understand. 

 

Ohashi: that’s an excellent lead into nicotine and the Altria (NYSE: MO) agreement. Is this what Altria saw 

that got them interested in DehydraTECH™? 

 

Bunka: I recognize in the public company world, there is a lot of information and disinformation. Lexaria only 

talks about scientific ideas and concepts when we have trials or studies to back it up. So with respect to Altria, 

we have known internally for almost three years that our technology works in a similar fashion on fat soluble 

drugs provided those drugs have certain other molecular characteristics we have identified. We know nicotine 

and cannabinoids share those characteristics.  

 

In the early spring of 2018, we conducted a test on nicotine with 12 animals and we found the delivery into 

the bloodstream increased by several hundreds of percent and by over 500% into brain tissue. At the time, 

we were in discussion with one of the other international tobacco majors, not Altria, and they were greatly 

impressed with the results. They asked us if we would be willing to reproduce the study with a larger animal 

population and we agreed. In August 2018 we published the results of a study with 40 animals that showed 

about a doubling of delivery of nicotine into the blood and over a 300% increase to the brain. When you 

smoke a cigarette, nicotine enters your bloodstream starting in 10 to 15 seconds which is very fast but the 

maximum blood level concentration of nicotine from that first puff takes 4 to 7 minutes depending on things 

like your age, gender and body weight. With our technology we were delivering nicotine into animal blood 

within 2 minutes. And in ten to twelve minutes were delivering more nicotine to the blood than the generic 
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formulation did in one to four hours. This was a real breakthrough in both the amount of nicotine and the 

speed at which it was delivered.  

 

By August we were in discussion with three major tobacco companies and we were hearing comments along 

the lines that “...at this company we have never seen oral nicotine delivery results this fast.” At that point we 

knew we were onto something. Just for the record, I would like to say Lexaria is not advocating people who 

do not use nicotine should start. We are addressing the reality that there are 1.1 billion people who smoke 

cigarettes every day. If those people can find a safer way to satisfy their need for nicotine, Lexaria will have 

made the world a better place. 

 

Ohashi: we know also the combustion of tobacco is what creates the health issues. It is not the nicotine. 

 

Bunka: nicotine is one of the most addictive substances known. But in small quantities, nicotine is relatively 

harmless in and of itself. So you’re right; it is the combustion that completely transforms what happens to the 

human body. So if it is tightly controlled in an oral form, it is harmless. In fact, nicotine in an oral form is being 

used as a partial treatment for Alzheimer’s disease. So it may even do some good. Nicotine is known to have 

some cognitive enhancement effects. What we know is if you are using nicotine, smoking is the most harmful 

method of delivery. Vaping is almost certainly safer. Oral delivery is safer still and that is where Lexaria’s 

technology comes in. 

 

Ohashi: and that is Altria’s sole interest – delivery of nicotine in oral form. 

 

Bunka: yes, Altria is a consumer products company. Our agreement gives them exclusive rights in the United 

States and non-exclusive rights in the rest of the world for nicotine delivery in oral form. 

 

Ohashi: in the old Vancouver Stock Exchange “Wild West” days, we would see junior resource exploration 

companies with an exceptionally interesting property doing a deal with a major mining company and the flow 

of news would suddenly stop. Is that what we’re seeing with Lexaria and Altria? 

 

Bunka: Altria’s a big company. They’ve been exceptionally respectful and collaborative with us. But I think 

last year they had around U.S. $27 billion in revenue. So out of necessity, anything they do means they have 

a lot to lose. The corporate and scientific due diligence they did was extremely extensive. So yes, as a result 

of all of that we are constrained in what we can say and do. Having said that, I couldn’t more pleased with 

our progress under the agreement to date. From where I sit, everything is two thumbs up. 

 

Ohashi: if we go back to the resource example, there was always a recognition on the part of the large 

company that the small company needs a flow of information. Is there something in your agreement with 

Altria that recognizes your need for information? 

 

Bunka: yes. Under defined circumstances there is allowance for news to be issued after it is jointly reviewed 

and approved by both companies. There is another aspect that is likely of great interest and that is Altria has 

non-exclusive rights to use the technology outside of the United States so Lexaria is free to pursue additional 

nicotine or tobacco type relationships. Altria is the largest tobacco company in the U.S. with something like 
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an astonishing 51% market share but they have very little operations outside of the U.S. So we are and will 

continue to pursue nicotine deals with tobacco companies outside of the U.S.  

 

Ohashi: have you gotten to the position with Altria where you might do a general update or are you not far 

enough advanced? 

 

Bunka: I think it’s the latter with one possible exception on a piece of work Lexaria had commissioned prior 

to our agreement with Altria. It was a bit serendipitous that this fits really well into the work with Altria and that 

work is well advanced and nearing completion. It could be argued that we could release that information 

independently but I don’t think that would be in the spirit of our relationship. However I can see some ad-

vancements toward the end of the summer and if that is the case I will advocate for the release of an update. 

 

Ohashi: originally, I understood there are three phases in the work plan with Altria. So would you say you 

are well advanced in phase one? 

 

Bunka: as I said, perhaps in that one area but not otherwise. It’s taken a while to get going but I would add I 

don’t think we’re ahead of or behind schedule.  

 

Ohashi: keeping in mind everything we’ve said about the constraints, is there anything else you can say? 

 

Bunka: the entire program has been designed for oral forms of nicotine delivery and Altria already has a 

business line that is active in that sector. I don’t have the numbers as we talk but I think Altria reported around 

U.S. $27 billion in revenue and something like 10% to 15% of that is in non-combusted forms of delivery. 

Some portion of that would potentially use Lexaria’s technology. The point is we are talking about an existing 

business line that is very large. Using this back of the napkin arithmetic, likely over $1 billion in existing 

revenue. With our agreement, subject to the proof of concept work we are doing being positive, there is a 

royalty agreement in place. If we are able to help Altria improve their product lines whether it is in the amount 

of nicotine absorbed or the rapidity of absorption or improvement in flavour or the lack of irritation caused by 

delivery, we will start to earn a revenue stream from a really accomplished consumer products company that 

even in these sub-categories of their business, there are revenue streams larger by far than from the largest 

cannabis company in the world today. So we have an amazing potential partner we’re just thrilled to have. 

 

Ohashi: so your relationship is all positive? 

 

Bunka: we were very, very nervous going into this relationship. We’ve been in meetings where there are 20 

of them and three of us. But here’s the best answer I can give. It appears to me if we identify a scientific or 

engineering problem, they want to identify them in order to solve them. They recognize it’s in everyone’s best 

interest to make this work. I really believe they are in this looking for solutions so they can be in business for 

another 100 years.  

 

Ohashi: originally, we were looking at a timeline of two years for the Altria project. So have we made a dint 

in that? Where do we stand now? 
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Bunka: we don’t know how long this will take. I know we are already thinking that instead of everything 

running in linear fashion, we can have some things running in parallel. So I don’t know if it will take 18 months 

or 36 months but it will be in that range. We’ll know a lot more when Phase One is completed and I do think 

that will be in 2019. When we get into Phase Two, we’ll really be able to roll up our sleeves and conduct a lot 

more work but I think for now, I believe it will fall into that timeline. 

 

Ohashi: the other thing that is emerging here is the outcome doesn’t have to be all or nothing. 

 

Bunka: absolutely. There are so many possible outcomes to the program. I think my earlier comment that 

everyone is looking for a way to market applies here. If we get to market it’s a benefit for Lexaria and Altria. 

 

Ohashi: sorry but Altria took up most of the interview and that was my intention. Any quick comments on the 

rest of your business? 

 

Bunka: the big event at the end of last year was the passing of the Farm Bill that basically made cannabidiol 

(CBD) from hemp legal in the U.S. As a result, our hemp division has never been so busy. We are having 

discussions with both American and International companies ranging from very small to incredibly large that 

are interest in the CBD space. The fact that we have almost five years of experience in hemp oil formulations 

has really proven to be a bonus for us. We have announced a couple of small new customer agreements and 

we have more Letters of Intent out right now and in some cases with larger potential dollar values than at any 

time in our history. Also with each month that goes by we get closer to the date that cannabis edibles become 

legal in Canada. I know this has been a frustration but as it stands any cannabis and hemp edibles sold in 

Canada are illegal and we can’t go there. But when it is legal, Lexaria can begin generating revenue from its 

Canadian based agreements with edibles companies. Finally, Illinois recently became the 13th U.S. state to 

legalize in addition to the over 30 that are medical cannabis legal. So things are accelerating in our favour. I 

can say 2019 is the busiest year we have ever experienced and I anticipate 2020 will be busier than this year. 

 

Ohashi: can you elaborate on your hemp based activities? 

 

Bunka: in the U.S. our technology is long since patented. In the U.S. we have formulated a CBD from hemp 

capsule (pill) and we have a formulated a powder called “ChrgD+” that is packaged like a restaurant sugar 

pack that weighs only two grams and can be carried in your purse or pocket. It is designed to be dispensed 

into any beverage ranging from water to cola to a glass of wine, a cocktail or beer. It has no aroma and only 

a miniscule impact on flavour. “ChrgD+” lets you convert any drink of your choice to a CBD based beverage. 

That product has just gone on sale a week ago and we are starting to receive some small stocking orders. 

And we recently announced a new customer in the CBD from hemp beverage category.  

We are talking to well-known consumer products companies that are exploring adding CBD from hemp into 

a variety of products including mints, chocolates, protein bars, beverages and even personal care products. 

So our hemp business has really exploded for sure. 
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Interview With Dr. Anthony Holler, CEO Sunniva, Inc. 

May 15, 2019 | 

 

Summary 

I wanted to clarify some of the milestone dates that had been missed by Sunniva so I sought clarification from 

Dr. Anthony Holler, CEO. Instead of spinning off Canadian assets, SNN will sell the Okanagan Falls property 

and National Health Services. He expects this to be completed this summer. Acknowledging and explaining 

delays, Holler believes Cathedral City construction will be finished this summer, equipment installed and 

tested by Fall, grow room planting started and concluded by Q1 2020. He admits being frustrated by the 

delays as well but is confident of this timeline and believes Cathedral City will be the most advanced grow 

operation in the world. 

This timeline together with the expectation of $72 to $78 million of revenue from SNN branded products 

means the stock is significantly undervalued in my opinion. 

 

On May 6, 2019 I interviewed Dr. Anthony Holler, a Co-founder, Chairman of the 

Board and Chief Executive Officer of Sunniva 

Inc. (OTCQB: SNNVF) (CSE: SNN) Dr. Holler is the Independent Chairman of CRH 

Medical Corporation. Dr. Holler was a co-founder and served as a Director of ID Bi-

omedical from March 1991 and Chief Executive Officer at ID Biomedical Corporation 

from March 2001 to December 2005 and also served as its President. ID Biomedical 

was a leader in high quality, low-cost manufacturing of flu vaccines that was sold to 

GlaxoSmithKline in 2005 for $1.7 billion. He has served as an officer and director of 

many other private and public companies. 

 

Dr. Holler invests in and takes an active role in every company he works with. He is engaged full time by 

Sunniva with a focus on increasing shareholder value. 

Dr. Holler served as an Emergency physician at University Hospital at the University of British Columbia. Dr. 

Holler is a Member of the British Columbia College of Physicians and Surgeons. He holds a Bachelor of 

Science and a Medical Degree from the University of British Columbia. 

 

I started by asking him about the Canadian assets… 

 

Ohashi: let me start by asking about the Canadian assets. I understand canceling the spinout because it 

doesn’t really meet your requirements now that you are focussed on California. In your recent conference 

call, the Okanagan Falls project was described as “suspended.” That’s sort of in limbo. 

 

Holler: some time ago we concluded operating in California will create more shareholder value than anything 

we can do in Canada. So our objective is to sell the Canadian assets and use the money to expand our 

California operations. 

 

Ohashi: at this point, the Canadian assets are the Okanagan Falls property and Natural Health Services. Is 

that correct? And it’s not a package deal. You will sell one independent of the other? 

 

Holler: yes, we’ve had interest expressed in them as individual assets. 

https://www.google.com/search?q=stock+quote%2C+snnvf&rlz=1C1NHXL_enCA758CA758&oq=stock+quote%2C+snnvf&aqs=chrome..69i57.12348j0j7&sourceid=chrome&ie=UTF-8
https://seekingalpha.com/symbol/SNNVF
https://www.google.com/search?q=stock+quote%2C+snn&rlz=1C1NHXL_enCA758CA758&oq=stock+quote%2C+snn&aqs=chrome..69i57j69i59j69i65.8554j0j7&sourceid=chrome&ie=UTF-8
https://seekingalpha.com/symbol/SNN


45 
 

Ohashi: how much are you into Okanagan Falls for? 

 

Holler: I would say on the books by the time you take into account the property, the design, architecture, and 

engineering – we’re probably into it for $20 million. 

 

Ohashi: and you’re not going to get that out of it, right? 

 

Holler: Well, I wouldn’t say that. If you’re interested in building out the property and there are parties looking 

at it that way, the design, contracts we have with engineering firms and suppliers – all those things are critically 

important. I don’t want to discuss specifics because we’re into discussions but you won’t have long to wait. 

 

Ohashi: I have felt all along that National Health Services is a valuable enterprise. It has over 100,000 pa-

tients on its active list and at different points in time, it has had up to one-third of all patients registered with 

Health Canada. I don’t understand why Canopy or Aurora or any of the big guys aren’t falling over themselves 

to grab this business. 

 

Holler: two years ago, I think I would have agreed with you. Now the College of Physicians and Surgeons in 

the provinces are basically saying, “We would never allow a pharmaceutical company to set up and sell their 

drugs directly to patients.” So I think we are going to see regulations saying you have to be agnostic to 

product, that is, an NHS cannot push one LPs product. This was built into our plan when we were looking at 

producing our own cannabis in Canada. We always planned to have, say, 20 different producers represented 

and we would be one. So the landscape is changing. Basically, what the College has been saying leads me 

to believe there are regulations coming. I don’t know why the College would allow a cannabis grower to sell 

directly to a patient when they don’t allow it with any other drug. 

 

I agree the clinics are valuable but more to clinic operators. So there are a couple of things we are doing to 

improve the clinic business. We’ve aligned with UNIFOR, the largest private sector union in Canada, to edu-

cate their over 300,000 members and we’re working with some pharmacy chains to be their preferred referral 

for cannabis patients. For these reasons, I think the parties interested in NHS are companies that are in the 

clinic business already. Some Licensed Producers have gone into operating their own clinics so we’ll have to 

see how that all turns out. But I’ll say again, you won’t have long to wait. 

 

Ohashi: the last I saw your patient numbers were over 100,000. Is that still where you are? 

 

Holler: yes. Last year our patient numbers dipped because the College of Physicians and Surgeons said if 

you’re going to prescribe medical cannabis to your patients, you have to see your patients every three months. 

So we had to contact all our existing patients and tell them about the new rule and ask them to come in every 

three months. We had to do a lot of catch up. Now our numbers are growing again because we have a healthy 

balance between seeing existing patients and new patients. 

 

Ohashi: if we cut to the chase do you think you’ll be able to sell your Canadian assets this year? In 2019? 

 

Holler: absolutely! My gut feeling is these assets will be sold a lot sooner than that. 
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Ohashi: okay. Well, its early May already…. 

 

Holler: true but we’ve been working on this for a while and we do have interested parties. 

 

Ohashi: the California operation is coming up on a year behind schedule. When I visited Cathedral City 

around a year ago and went through the plans in detail, it struck me as a highly automated system. But that 

also makes it complex to build. What is your view on the Cathedral City campus today? 

 

Holler: I’m completely convinced we are doing the right thing with this facility. For example, I met with a 

consultant in Holland and we were discussing capital costs and cost overruns and he said, “Yes. But at least 

you’re doing the right thing. I consult to a number of operators who are converting large greenhouses and the 

problems with that are no secret. They are not airtight units like yours will be.” What he was saying is a 

converted greenhouse is growing inside a glass house. Our facility is completely airtight. I doesn’t allow con-

tamination from external sources. We totally control what comes in and what goes out of our facility. They tell 

me, “Tony, you’re having some start-up issues and that’s frustrating. But in the end you’re doing the right 

things and you’ll be very happy.” 

 

Here’s the other thing people have said to us. Because we have such tight controls, over time the quality of 

our product and the yield from the facility will improve. 

 

Ohashi: let’s not skip over that because it’s important. What they are saying is because of the precise controls 

you have, over time the tweaks you make to temperature, humidity, nutrients and so on will improve your 

yield. You’ll not only get higher quality product, you’ll get more of it. 

 

Holler: that’s right. I visited one of the largest tomato growing greenhouses in Holland. The person showing 

me the facility explained that the production from the facility has increased fourfold since they have operated 

it because they used diffused glass so the light comes in from everywhere plus technology that controls what 

happens to the plants and so on. He said we should get bigger numbers than we are estimating because our 

forecasts are based on what other people are doing right now. I think we are going to find with cannabis what 

those tomato growers experienced. This will come more slowly after we’ve been operating and fine-tuning for 

a while but we will be like those tomato growers who were stunned by the large number of tomatoes they are 

getting out of the same facility. 

 

Because of the ability we have given the computerized nature of our operation, we can go back and look at 

a particularly good or not so good crop and ask ourselves why that happened. We can learn to do more of 

what was good and less of what was not so good and I don’t think most people appreciate this potential. 

 

Ohashi: But as I look at the California campus, it’s a year late or pretty close to it. 

 

Holler: that’s correct. I don’t like pointing fingers but no one has built a facility like this before. Yes, there were 

some mistakes made over the construction period. There were also changes to the design. For example, we 

had two groups of consultants in to review cooling which is very important in Palm Springs. Losing one crop 

can cost millions of dollars. One Dutch consultant didn’t like the cooling system that was recommended. They 
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said, “It might work. But you’re taking a large risk on a $100 million facility.” Then Barker Pacific brought in 

their own consultant and they agreed we were taking a huge risk. That led to changes that might end up 

costing an extra $15 to $20 million but we are now guaranteed that we can cool the facility even if the tem-

perature goes up to 50 Celsius which can happen sometimes in Palm Springs. 

As I keep saying none of this technology is new. It’s being used in many other places in growing. We have to 

fine tune it for cannabis. When that tweaking is complete and the facility is up and running, this is going to be 

the model for growing cannabis in the world. No one is going to have a facility that matches ours. Our people 

are going to be sitting at their computers and any problems are going to be identified instantaneously so we 

can correct it right away. 

 

Ohashi: you were drawing some parallels between what you’re doing in California and what you did with ID 

Biomedical (IDB) that turned out to exceptionally successful and a big winner for investors…. 

 

Holler: with IDB, we built a high technology production facility for flu vaccines. The capital cost was consid-

erably higher than what we’re spending in Cathedral City. When we finished, it was the most sophisticated 

and most efficient, large capacity facility in the world. The result was that GlaxoSmithKline purchased IDB for 

$1.7 billion. I saw a similar opportunity in cannabis and that is what Sunniva is all about. I’ve been here before. 

 

Ohashi: so you are confident in your current timelines for Cathedral City? 

 

Holler: In the last four months we have really concentrated on asking our consultants to give us a final time-

line and a final budget estimate. For instance, we are contributing an extra $10.5 million and I would argue 

that we don’t have to do that. But it was our commitment to the project and everyone working on it. And in a 

practical sense, it was more important for us to get this facility completed than spend time arguing about the 

$10.5 million. So we are comfortable with our expectations for time and money on the project because we 

have gone through and questioned everything. We expect the building will be completed at the beginning of 

July. Then we have to bring all the equipment on stream and test it to make sure we meet all the standards 

we have committed to. But I am very confident in our timeline and if there is any variance it will be measured 

in weeks, in my opinion. 

 

Ohashi: now the original plan was to plant one room at a time… 

 

Holler: that’s correct. We currently forecast that the final room will be planted by the end of the first quarter 

of 2020 and from that point onward, we will be on a continuous harvesting cycle. We’ve had a number of 

sophisticated growers in California come through our facility even though it’s not complete and every one of 

them has said to us, “This is the future of growing high quality, premium cannabis.” The proof of that will be 

people who want us to grow this top of the line product for them and you will see evidence of this sooner 

rather than later. 

 

Ohashi: I visited the site around a year ago and went through the plan in detail. One of the things that struck 

me is that it is a very complex operation. Everything is automated. I mean you could almost run that place 

without humans. 

 

Holler: certainly the greenhouse will probably operate with one person per 22,000 square foot bay. Eight to 

ten people will run the whole grow facility. The reason they can do that is on their computer monitors they get 
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minute to minute verification of things like humidity and the nutrients the plants are receiving. That’s why I’m 

so convinced that once this facility is operating it will do everything the manufacturer said. Remember every 

system that we are using in this greenhouse is being used in a growing facility somewhere. What we have 

done is put them together in a way that is ideal for growing cannabis. These are all tested systems. The one 

thing I said when it was being planned is, “I don’t want new technology. I want technology that is proven in 

the industry.” 

 

Ohashi: when the operation is up and running, you are talking about a base cost of $.50 per gram and an all 

in cost of just over a dollar? 

 

Holler: that’s right. A cultivation cost of $.50 per gram and you add in state and local taxes that are $.30 a 

gram and amortizing the lease cost and so on. These are all real costs of operating that takes it up to $1.15 

per gram. 

 

Ohashi: and that gives you a very high-grade product… 

 

Holler: we expect to have the highest grade product in the market place. 

 

Ohashi: does that really matter when the end result is an extract? An oil? 

 

 

Holler: in California, there is a large and premium market for top quality flower. There are perhaps three 

markets. Oil is becoming more popular with the new user many of whom are young women. They want a very 

discreet vaporizer that can be used very privately without any smell and so on. But the other market is what 

might be called the legacy user. That person still likes the smoke and the aroma. It’s all part of the experience 

for them. Third, it’s important to remember the medical cannabis user wants to know their medicine is being 

made with the highest quality inputs. 

 

Ohashi: any final thoughts? 

 

Holler: I’m really excited about where we sit today. Our facility will allow us to work very scientifically. We can 

change one thing and see what happens. If that doesn’t work, we can change something else and see what 

happens. My background is in the biopharmaceutical industry and that’s how we optimize production and I 

don’t think it’s going to be any different with cannabis. I think people are now very close to being able to see 

some of these things at work. When they do, everyone will appreciate that this facility raises cannabis growing 

to another level. 

 

I really understand your frustration and that of investors. The one thing I can tell you is no one is more frus-

trated than I am. I feel that frustration every day. I truly get it. But we’re on the right track. Here’s why I am 

able to sleep at night. I talk to sophisticated people who come to our California facility and I complain that it’s 

taking twice as long and costing twice as much and they always say, “Yeah Tony but you know what? In the 

end, you’re doing the right thing. You’re not going to have these massive crop failures that you’re seeing in 

the Fraser Valley where they can’t control anything.” 
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When I think “Oh man, it’s a headache because of the time we’ve taken and the money we’ve spent, my 

consolation is I’m completely convinced that when this facility is completed it’s going to be the best grow 

facility in the world.” 

Conclusion: In my opinion, Dr. Holler is a very credible person. As a 

result, I think we are on the verge of seeing some positive results out of 

Cathedral City. It was my choice to center this discussion on what is 

happening at the grow facility. But assuming we move forward as Holler 

says, other good things happen. We shouldn’t forget, SNNVF has pro-

vided guidance that sales from branded products should be in the range 

of CAN $72 to $78 million this year based on production using biomass 

purchased from other growers. As purchased cannabis is displaced by 

Sunniva produced cannabis, profit margins will improve and the bottom line will grow rapidly. Finally, let’s not 

forget this is California. I reported last week that Health Canada issued its 177th license and while not all of 

those are licenses to grow, California has a small fraction of that in terms of fully compliant growers. Sunniva 

has the opportunity to become one of the dominant players in a market larger than Canada. As we move 

ahead from here, I expect operating results will make this clear and investors will clamber in. 

One year, three years, even a decade from now, are you going to be saying, “I woulda, coulda, shoulda….” 

or will you be one of those who punched their ticket for a ride on the SNNVF gravy train?” 

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

next 72 hours. 
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