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OPERATOR: 
Welcome to the Sunniva Inc. Conference Call. As a reminder, all participants are in listen-only mode 

and the conference is being recorded. After the presentation, there will be an opportunity for analysts to 

ask questions. To join the question queue, you may press star, then one on your telephone keypad. 

Should you need assistance during the conference call, you may signal an Operator by pressing star 

and zero.  

 

I would now like to turn the conference over to George Jurcic, Manager, Investor Relations. Please go 

ahead. 

 

GEORGE JURCIC:  
Thanks, everyone, for joining us today to discuss our results for the first quarter 2018. My name is 

George Jurcic and I am the Manager of Investor Relations for Sunniva, Inc. 

 

With me today are Dr. Anthony Holler, our Co-Founder, Chairman and Chief Executive Officer, and Mr. 

David Negus, our Chief Financial Officer. We hope you’ve had an opportunity to review the news 

release, MD&A and financial statements we issued yesterday, May 30, 2018. 

 

Let me quickly outline the agenda for today’s call. Dr. Holler will provide an introduction, then provide a 

strategic and operational update, followed by our CFO, Mr. David Negus, who will provide a financial 

overview. We will then open the line to questions. 

 

Before we begin, I want to note that some of the matters we’ll discuss on this call, including our 

business outlook, are forward-looking in nature. These matters are subject to known and unknown risks 

and uncertainties, including, but not limited to, those factors set forth in yesterday’s news release and 

discussed in more detail in our recent short-form prospectus dated March 20, 2018, and our other 

public disclosure documents which are available on the SEDAR website. These risks and uncertainties 

could cause actual future results to differ materially from those expressed in this call, which are based 

on our current expectations. We assume no obligation to update the information presented on this 

conference call, except as specifically required by applicable securities laws. 

 

I would now like to turn the call over to Dr. Holler. Dr. Holler, please go ahead. 

 



 

© 2018 Sunniva Inc. 

2 

DR. ANTHONY HOLLER:  
Thanks, George. Good morning, everyone, and thanks for joining us today to talk about our first quarter 

results for fiscal 2018. David will speak to the numbers in detail in a few minutes. Today, I will speak to 

where we are strategically, update you on the key milestones achieved, and report on some exciting 

developments at the Company. 

 

We determined early on that success as a cannabis products company requires quality, consistency, 

cost and scale. These pillars are critical for both our white label partners and the development of the 

Sunniva brand. In terms of the supply chain, cultivation is the foundation for all cannabis products. 

Since we address cultivation with our GMP-compliant facility, we have vertically integrated our product 

lines to include pre-rolls, edibles, topicals, and other forms of delivery of cannabis products. This will be 

an important benefit for consumers and will be important in establishing Sunniva as a brand that is high 

quality and consistent. To accomplish this, we expect to form partnerships with other companies and 

are looking for accretive acquisitions.  

 

During the first quarter of fiscal 2018, we have taken major steps forward on a number of key fronts in 

executing our business strategy.  

 

Sunniva became a publicly traded company on January 10, listing on the Canadian Securities 

Exchange, and subsequently listed on the OTCQX.  

 

In February, we signed a supply agreement with Canopy Growth Corporation. Under the agreement, 

which includes Sunniva branded products, Canopy Growth will purchase approximately 45% of our 

annual production capacity in Canada, which represents 45,000 kilograms of dried cannabis annually, 

commencing in Q1 2019, or shortly thereafter. 

 

In March, we closed a $27.8 million bought deal financing. 

 

In April, we announced that Sunniva received all the temporary licences it required to be compliant in 

California. Our California extraction facility is now operational and can extract over 500 pounds of dried 

cannabis biomass daily. 
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In May, we selected a location to build the Sunniva Canada Campus in Okanagan Falls, British 

Columbia, and have commenced initial grading work on the property. We also received the confirmation 

of readiness for a licence under the Access to Cannabis for Medical Purposes Regulations from Health 

Canada. This represents acceptance of our detailed application, with the next step being an inspection 

upon site readiness, in order to commence cultivation. 

 

Now, looking ahead at the key business objectives for the remainder of 2018, we expect Phase 1 of the 

Cathedral City California Campus to be operational in the third quarter of 2018. Phase 1 is a 325,000 

square foot greenhouse facility capable of producing approximately 60,000 kilograms of premium 

cannabis annually when fully operational. With the subsequent completion of Phase 2 providing an 

additional 164,000 square feet, total production is expected to be 100,000 kilograms of premium 

cannabis annually. We are currently in discussions with distributors and brands, with the goal of 

executing supply agreements for dried products and extracted products from our Cathedral City facility. 

 

In California, we will have significant first-mover advantage. We will be the first operational large-scale 

facility producing cannabis free of pesticides and other harmful contaminants. It is currently estimated 

that approximately 85% of cannabis products sold in California today contain pesticides and other 

potentially harmful contaminants. We expect that our cost of production in California, when fully 

operational, will be approximately $1.00 per gram, as we will realize significant economies of scale 

utilizing the energy of sun and our largely automated climate controlled facility.  

 

The marketplace in California continues to grow at a rapid pace and has presented a number of 

opportunities to expand our business. As a Management Team, we are maintaining our awareness of 

these opportunities ahead of the completion of the Sunniva California Campus. We are excited about 

the landscape and look forward to our expansion in California.  

 

We have broken ground on the Sunniva Canada Campus and expect to have this location operational 

by Q1 2019. This 740,000 square foot facility will cost approximately $120 million to build and, when 

fully operational, is expected to produce 100,000 kilograms of premium cannabis flower and high-

margin extracted products. We currently are in discussions with lenders and our goal is to finance 60% 

of the estimated $120 million construction cost through traditional bank financing and the remaining 

40% through subordinate debt financing. Our goal is to presell 75% of our Okanagan Valley Canada 

production via supply agreements.  
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We continue our focus on FSD revenue growth and execution of our NHS business plan to expand our 

patient base and doctor network. Revenue expansion by FSD is anticipated from continued 

development of custom private label vaporizers and cartridges, resulting in an expanded customer 

base. NHS operates seven clinics specializing in medical cannabis. These clinics are operated by in-

house physicians, nurse practitioners and support staff, who provide expert consultation, education and 

recommendations for patients. NHS is leveraging its physicians and its proprietary SPARK software 

beyond its bricks-and-mortar facilities by attracting more physicians and working with pharmacy 

partners. 

 

It is now my pleasure to turn the call over to David Negus, our CFO, to go through the details of our 

financial results. David? 

 

DAVID NEGUS:  
Thanks, Tony. I will now outline the details of our fiscal 2018 first quarter results.  

 

Total net revenue was $5.2 million, compared to $2.4 million in the first quarter of 2017. The increase in 

revenue was driven by the two acquisitions during February 2017, NHS and FSD, which contributed 

$2.7 million and $2.5 million in revenue, respectively, in the first quarter of 2018, compared to $1.7 

million and $0.7 million, respectively, in the first quarter of 2017. FSD continues to grow its customer 

base and had an outstanding first quarter of $2.5 million in revenue, compared to the fiscal 2017 

average of $1.3 million per quarter. NHS revenue softened towards the end of the quarter due to the 

loss of a key physician in Alberta. NHS and FSD represented 51% and 49% of total revenue, 

respectively, in the first quarter of fiscal 2018, compared to 70% and 30%, respectively, in the first 

quarter of fiscal 2017. 

 

Gross margin for the first quarter was $2.1 million, or 41% of net revenue, compared to 51% for the 

same period last year. The decrease is due to a higher percentage of FSD sales made during this 

period which realized lower margins than NHS.  

 

SG&A expenses were $5.6 million, or 108% of net revenue, compared to $1.7 million for the same 

period last year. The $3.9 million SG&A increase is due to:  NHS and FSD operating for the full first 

quarter in 2018, whereas they were acquired midway through the comparative period; an increase in 
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our corporate support functions in preparation for business growth; and higher costs associated with 

being a publicly traded company. 

 

Non-cash operating expenses were $2.9 million, or 56% of net revenue, compared to $0.4 million for 

the same period last year. The $2.5 million increase is due to:  an increase of $2.2 million in share-

based payment expense, because the option plan was not in effect until Q2 2017; an increase in 

amortization and depreciation expense of $0.3 million due to NHS and FSD operating for the full period. 

As a result, operating loss for the first quarter was $6.3 million, or 123% of net revenue, compared to an 

operating loss of $1 million for the same period last year. 

 

During the first quarter, the Company realized a non-cash gain of $1 million resulting from the 

settlement of its secured promissory notes, which was offset by a non-cash expense of $0.9 million 

resulting from the fair value increase in its warrant liability and secured promissory notes before 

settlement. 

 

Foreign exchange gain in the first quarter was $58,000, compared to a loss of $42,000 in 2017, and 

deferred tax recovery in the first quarter was $289,000, compared to $84,000 in 2017. As a result, net 

income was $6.3 million in the first quarter, compared to a net loss of $1 million for the same period in 

2017. 

 

Turning to the key balance sheet highlights, we ended the quarter with $32.9 million in current assets 

and had a working capital surplus of $24.1 million. During the first quarter of 2018, we received $24.7 

million in proceeds from financing, primarily through the bought deal public offering, which funded $5.3 

million of CapEx, $2.8 million repayment of promissory notes, and the remainder in operating losses 

and building our working capital. Cash and cash equivalents as at March 31, 2018 was $29.6 million. 

 

With that, I’ll turn it back to Tony. 

 

DR. ANTHONY HOLLER:  
Thanks, David. As always, we appreciate the dedication and hard work of our team. We are staying 

focused on building out our California Campus and Canadian Campus through 2018, as this will drive 

our revenue growth through 2019, and beyond. 
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We will now turn it over to the Operator to open it up for questions. 

 

OPERATOR:  
Thank you. We will now begin the question-and-answer session. To join the question queue, you may 

press star, then one on your telephone keypad. You will hear a tone acknowledging your request. If 

you’re using a speakerphone, please pick up your handset before pressing any keys. To withdraw your 

question, please press star, then two. We will pause for a moment as callers join the queue. 

 

The first question comes from Anthony de Ruijter of Fundamental Research. Please go ahead. 

 

ANTHONY DE RUIJTER:  
Gentlemen, thank you for having me on your call this morning. My questions pertain to the two 

operating subsidiaries, NHS and FSD. With regards to Natural Health Services, you mentioned during 

your commentary, Dave, that you lost a key physician in Alberta, and looking at revenues, segmented 

revenues on a quarter-over-quarter basis, revenues dropped about 32%, and gross profit also dropped 

about 35%, so NHS is (a) making less and (b) it’s less profitable. So, could you maybe comment on 

how significant this lost physician in Alberta is and perhaps speak more about it? 

 

DAVID NEGUS:  
Yes, Anthony, good to hear from you. Remember, we have a total of 21 physicians in our network. We 

did lose a physician in our key Calgary location, and we did have a little bit of weakness in the month of 

March in Calgary. I do think it’s a temporary thing. We do have other physicians starting in at other 

locations, and as you know, the key to our revenue at NHS is having physicians that can prescribe to all 

of the patients that we do have coming in the door. So, my hope is that this is a temporary near-term 

weakness and that we will recover throughout the remainder of the year. 

 

ANTHONY DE RUIJTER:  
Okay, and with that lost physician in Alberta, did that take a chunk out of your active patient 

registrations, as well? 

 

DAVID NEGUS:  
Not at all. We continue to attract patients. Our challenge is having sufficient doctors to serve all those 

patients. 
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ANTHONY DE RUIJTER:  
Right, I see. So, looking at the key business metrics of NHS, then, is it more appropriate to look at the 

number of physicians in the system versus clinics? Could you provide some guidance on what the key 

metrics are to look at moving forward? 

 
DAVID NEGUS:  
Yes, I would pay close attention to the number of physicians and to the number of patients. They’re 

both, obviously, intertwined. 

 

ANTHONY DE RUIJTER:  
Right, and is there a target revenue per clinic? One of the more recent news releases was regarding 

the opening of a new clinic in Windsor, Ontario. What sort of revenue is the Company looking at 

extracting from these clinics and is there a plan for more future clinics? 

 

DAVID NEGUS:  
You know, right now, we’re executing on our clinic base that’s existing right now. We did announce the 

official grand opening of Windsor. It’s really about getting our processes and our doctors fully staffed in 

all of those locations.  

 

In terms of metrics, as you know, we switched from a software licence arrangement to more of a 

referral arrangement, and I think, as we define those metrics going forward, our ability to service 

patients that are in our pipeline is going to become the key metric. 

 

In terms of guidance on revenue per location, we have not provided any guidance at this time. 

 

ANTHONY DE RUIJTER:  
Okay. Is it possible for Management to provide guidance on the capital expenditure required by new 

clinics? 

 

DAVID NEGUS:  
Yes, that’s a nominal amount, I would say less than $400,000 a clinic. 
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ANTHONY DE RUIJTER:  
Okay. Last couple questions, then, regarding FSD and Vapor Connoisseur. Looking at the segmented 

revenues, we’ve seen about close to 30% revenue increase quarter-over-quarter from FSD, and it’s 

now both gross profitable and net profitable. Could you comment on sort of what happened for this to 

take place, and also is this now sustainable moving forward, these earnings? 

 

DAVID NEGUS:  
Yes, I think the big thing with FSD, obviously, we do have a big push in earnings in Q1 due to trying to 

get all those orders in before the Chinese New Year and when all the factories shut down. What’s really 

driving FSD is their continued ability to attract new customers. I think our team is doing an outstanding 

job of delivering high-quality devices and cartridges across the United States, and I think you can 

continue to see that growth in FSD. 

 

DR. ANTHONY HOLLER:  
I would just add another point on FSD. Remember that, strategically, we acquired FSD really not for 

their existing business. While their existing business is attractive, remember that if we can start filling 

those cartridges with extracted product and selling those to our partners, we make a lot more money 

than selling empty cartridges. So, I would look at this business right now and say, you know, it’s 

obviously attractive, but really the big money is in us doing full procurement. I think you know that our 

extraction facility is up and running, and we’ve been working with a number of different partners to 

develop products that they want in the marketplace, and these types of products will be, obviously, 

much higher margin. 

 

ANTHONY DE RUIJTER:  
Okay. Thank you for your time, gentlemen. I think I got the answers to my questions. 

 

DAVID NEGUS:  
Thanks, Anthony. 

 

OPERATOR:  
Once again, for analysts who wish to join the question queue, please press star, then one. 
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This concludes the question-and-answer session. I would like to turn the conference back over Tony 

Holler for any closing remarks. 

 

DR. ANTHONY HOLLER:  
I’d just like to thank everyone for joining the conference call and suggest that they put their seatbelts on 

for the next quarter. 

 

DAVID NEGUS:  
Okay, everybody, thank you. 

 

DR. ANTHONY HOLLER:  
Thank you. 

 

OPERATOR:  
This concludes today’s conference call. You may now disconnect your lines. Thank you for participating 

and have a pleasant day. 


