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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. 

 

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 Fourth Quarter 2017 and Fiscal 

2017.  My name is George Jurcic and I am the Manager of Investor Relations for Sunniva, Inc. 

 

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

Pedersen, our Co-Founder and President, and David Negus, our Chief Financial Officer. We hope you 

have had the opportunity to review the news release and financial statements we issued yesterday, 

April 30, 2018. 

 

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

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

overview. We will then open the lines 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. 
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DR. ANTHONY HOLLER:  
Thank you, George (phon). Good morning and thank you for joining us today to talk about our Fourth 

Quarter and Year-End Results. David will speak to the numbers in detail in a few minutes. Today, I will 

speak to you where we are strategically, update you on the key milestones achieved, and report on 

some exciting developments at the Company. 

 

In reflecting on my time as one of the founders and CEO of ID Biomedical, a biopharma company which 

became North America’s dominant, low-cost, high quality and large-scale producer of influenza 

vaccines. We accomplished this by building a state-of-the-art, purpose-built manufacturing facility using 

the latest technologies. This allowed us to pre-sell the majority of our supply via long-term supply 

agreements with the major U.S. distributors of influenza vaccines: Henry Schein, McKesson, and 

AmerisourceBergen. Ultimately, ID Biomedical was acquired by GlaxoSmithKline for total consideration 

of about $2 billion. 

 

This is the business model Sunniva intends to execute on in the cannabis space. Our goal is to become 

a low-cost, high quality, large-scale producer and manufacturer of medical-grade cannabis products. 

We intend to accomplish this by building large-scale, purpose-built, Good Manufacturing compliant 

greenhouse facilities. These facilities will incorporate the latest technologies for environmental control 

and automations, which will allow us to have consistency in production. This consistency will allow us to 

establish long-term supply agreements for our flower and extracted products. 

 

During 2017, we have taken major steps forward on a number of key fronts in executing our business 

strategy. In Cathedral City, California, we acquired 20 acres of land and 18 licenses to grow cannabis. 

We subsequently received a Conditional Use Permit that allowed construction to begin on our 489,000 

square foot purpose-built greenhouse facility. 

 

We acquired Natural Health Services, one of the largest aggregators of medical cannabis patients in 

Canada. At the end of fiscal 2017, NHS had approximately 75,000 active patients and 100,000 active 

medical documents. 

 

We acquired Full-Scale Distributors, a provider of custom, private label vaporizers and cartridges to 

over 80 different brands in North America. 
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We also purchased two leases and extraction licenses in Cathedral City for volatile and non-volatile 

extraction. 

 

Continuing into the first quarter of fiscal 2018, Sunniva became a publicly-traded Company on January 

10, listing on the Canadian Securities Exchange, and subsequently listing on the OTCQX. In February, 

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

Growth will purchase up to 45,000 kilograms of dried cannabis annually for an initial two-year term, 

commencing in Q1 2019. Canopy will also distribute Sunniva-branded products. 

 

In March, we closed a $27.8 million bought deal financing. In April, we announced that Sunniva 

received all of the Temporary Licenses it required to be compliant in the state of California. 

 

We are pleased to announce that our California extraction facility is now operational and can extract 

over 500 pounds of dry cannabis biomass daily. We will have the ability to manufacture cannabis oils, 

capsules, sprays, tinctures, creams, and provide custom-made cartridges and devices. Our custom 

vaporization cartridges are designed to complement and optimize specific cannabis oil formulations, 

ensuring leak-free cartridge component design and device functionality. 

 

Now, looking ahead at key business objectives for the remainder of 2018. We expect Phase I of the 

Sunniva Cathedral City, California campus to be operational in Q3 2018. Phase I 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 II, 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 have significant first-mover advantage. We will be the first operational large-scale 

facility producing pharmaceutical-grade 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 the cost of production in 

California, when fully operational, will be below $1 per gram as we realize the significant economies of 

scale, utilizing the energy of the sun and our largely automated climate-controlled facility. 
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Switching to Canada, we expect to finalize the location and break ground on the Sunniva Canada 

Campus shortly. This 700,000-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 costs through traditional bank financing, and the remaining 

40% through subordinate debt financing. Our goal is to pre-sell 75% of our Canadian production via 

supply agreements, and retain 25% for our growing NHS business, which recently surpassed 95,000 

medical patients. 

 

We continue our focus on Full-Scale revenue growth and execution of our NHS business plan to 

expand our patient base and doctor network. Revenue expansion by Full-Scale 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. 

 

As a Management team, we remain committed in our focus on execution to support our business 

strategy and to deliver Shareholder value. 

 

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 2017 Fourth Quarter and Fiscal 2017 results. 

Keep in mind as I discuss our results, that the acquisition of Natural Health Services, which I’ll refer to 

as NHS, and Full-Scale Distributors, which I’ll refer to as FSD, occurred in February 2017. 

 

For the fourth quarter of fiscal 2017, total net revenue was $5.9 million compared to nil in the fourth 

quarter of 2016. This increase was driven by the two acquisitions during fiscal 2017, NHS and FSD, 
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which contributed $3.9 million and $2 million in revenue respectively. NHS revenue further grew post-

acquisition by adding four new clinics in 2017, including one clinic in Saskatoon, which opened in Q1; 

one clinic in Lethbridge, and one clinic in Winnipeg, both opened in Q3; one new clinic in Windsor, 

which opened in late Q4. 

 

FSD continues to grow its customer base and has also secured one new large account in Q3 2017. 

 

At the end of the fourth quarter, we had seven clinics versus nil a year ago. All clinics are located in 

Canada, including four in Alberta, one in Saskatchewan, one in Manitoba, and one in Ontario. 

 

NHS revenue represented 66% of total revenue, or $3.9 million in the fourth quarter. Revenues from 

FSD totalled $2 million, or 34% in the fourth quarter of fiscal 2017. Revenue for the full year was $16.1 

million. NHS represented 70.3% of total revenue, or $11.3 million; FSD totalled $4.8 million, or 29.7% of 

the 2017 revenue. 

 

Gross profit for the fourth quarter was $2.5 million, or 42.8% of net revenue. Gross profit for the full year  

was $6.7 million, or 41.6% of net revenue. 

 

SG&A expenses were $5.2 million, or 88.3% of net revenue, compared with $0.9 million for the same 

period last year. The $4.3 million SG&A dollar increase is due to the consolidation of NHS and FSD 

SG&A, a natural increase in clinic labour and operating expenses associated with new NHS locations 

opened in 2017, and an increase into our corporate support functions in preparation for business 

growth. 

 

SG&A for the full year was $20.9 million or 130% of net revenue, compared to $6.1 million for the same 

period last year. As a result, operating loss for the fourth quarter was $2.8 million or 47.4% of net 

revenue. Operating loss for the full year was $14.2 million, or 88.4% of net revenue. 

 

During the fourth quarter, the Company realized a non-cash recovery of $2.4 million, resulting from a 

fair value decrease in its convertible promissory notes and warrant liability, a recovery of $1.4 million 

resulting from the finalization of the NHS purchase price allocation and resulting impact on amortization 

of the intangible software assets, and share-based compensation expense of $0.7 million. The 
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expenses were applied to the Consolidated Statements of Loss and Comprehensive Loss for the 

period. 

 

Foreign exchange loss in the fourth quarter was $0.3 million compared to $0.8 million in 2016. Deferred 

tax recovery in the fourth quarter was $1.2 million compared to nil in 2016. As a result, net income was 

$0.2 million in the fourth quarter, compared to a net loss of $1.4 million for the same period in 2016. Net 

loss for the full year was $18.5 million compared to $6.9 million loss for the same period last year. 

 

Turning to the key balance sheet highlights, we ended the quarter with $14.5 million in current assets, 

and had a working capital deficit of $1.2 million compared to the prior year of $0.9 million. During fiscal 

2017, we received $22 million in proceeds from financing; primarily, the private placement financing 

issuance of convertible notes which funded $15.4 million of CapEx, and $5.1 million in operating losses 

and working capital. 

 

Cash and cash equivalents as at December 31, 2017 was $11.4 million. 

 

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

 

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

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

revenue growth through 2019 and beyond. 

 

We will now turn it over to the Operator to open it up for questions and answers. 

 

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

please 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 the 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 is from Vahan Ajamian of Beacon Securities. Please go ahead. 
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VAHAN AJAMIAN:  
Hi, good morning, all, and thank you for taking my questions. A couple questions on NHS. I think you 

said you had 95,000 patients currently, was that right? 

 

DR. ANTHONY HOLLER:  
That’s correct. 

 

VAHAN AJAMIAN:  
Okay, and I think I saw an article discussing the state of the industry and the fact that there was a 

shortage of doctors at some clinics, which was sort of being a limiting factor to how many new patients 

you could take on. Is there anything you could provide in terms of how many doctors you have now, 

and are you being able to find enough to keep patient growth going, or is that a limiting factor for NHS? 

 

DR. ANTHONY HOLLER:  
It’s Tony, I’ll address that question. Vahan, obviously finding doctors is critically important to us. We 

currently have approximately—I think we have 21 doctors who work in our facility, and we’re recruiting 

doctors on a continual basis. As you know, we’ve hired a Medical Director who has developed an 

education package for doctors, and we believe that we’ll be able to continue to access doctors because 

as you know, that is the big limiting factor in Canada in getting medical patients. 

 

VAHAN AJAMIAN:  
Got you, okay. I know you have that pilot with the pharmacy group for the software. Is it too early to tell 

how that’s going, or? 

 

DR. ANTHONY HOLLER:  
Yes, we don’t have any data yet on that. But again, remember, Vahan, the important thing is we have 

doctors. If a pharmacy wants to get patients, their problem would be, how do they get doctors? That’s 

the advantage that we provide them. We provide them with the doctors. They don’t have doctors on 

their own. 

 

VAHAN AJAMIAN:  
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Got you, okay. On the greenhouse in Canada, I know you kind of broke out the outline of—you want to 

get about 60% bank debt and then 40% subordinate. Any colour you can give on the discussions with 

the lenders? Are they pretty advantaged stage, pretty preliminary stage? 

 

DR. ANTHONY HOLLER:  
Well, I want to be careful how I address that, but David, why don’t you talk about that? 

 

DAVID NEGUS:  
Hey, Vahan. We are in discussions with a number of banks and a number of funds regarding funding 

that right now. Obviously our goal is to have secured debt on 60% of the value, and hopefully we will be 

able to fully finance to 100% with unsecured debt. 

 

We are continuing those discussions on a daily basis, and hopefully making good progress moving 

towards some agreements here in the near-term. 

 

VAHAN AJAMIAN:  
Okay, thank you. On the vapour connoisseur business, you have about 80 different brands that you 

provide the hardware to and now you’ve got your extraction facility up and running. In terms of offtake 

agreements, I believe the plan was to have fewer, larger accounts in that business. Any colour you can 

give on how many customers you’d like to have, or how close you may be with some of them for offtake 

agreements similar to the one in Canopy, for Canada? 

 

DR. ANTHONY HOLLER:  
Let me address that, Vahan. Obviously when we acquired FSD, the whole goal of the acquisition was to 

use FSD not just for their hardware, but to approach different brands and distributors with a filled 

cartridge. What FSD does right now is sell you an empty cartridge. Obviously, it has a significant 

margin, but that’s not really our goal. Our goal is to get the large margin that comes with selling 

cartridges that are filled with extracted product. 

 

We’re focused on a number of larger clients who could supply the market with, obviously, a large 

amount of extracted products. I would think that we would focus on probably half a dozen large clients, 

and obviously the FSD business, which is selling the empty cartridges, will continue to go on. The 
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selling of the empty cartridges is a pretty simple business, but our goal, really, is to fill those cartridges 

with extracted product, and thereby get a much bigger piece of the pie. 

 

VAHAN AJAMIAN:  
Got you. With the extraction facility already up and running, are you at the point now where you can 

start filling those cartridges with, I guess, other people’s flower until you have your own, or is that more 

of a longer-term; once you have your own flower, you’ll start filling the cartridges for clients? 

 

DR. ANTHONY HOLLER:  
No, we already are working with a number of different clients, showing them how our extracted product 

works, so expect that business to start prior to us actually being in production at Cathedral City. 

 

VAHAN AJAMIAN:  
Okay. 

 

DR. ANTHONY HOLLER:  
Expect to hear from us shortly on that, obviously. 

 

VAHAN AJAMIAN:  
Okay. Final question; any updates on your relationship with Canopy? Obviously, a pretty big contract, 

45,000 kilos. Anything more you can give in terms of progress—are they happy with how things are 

progressing? Have you reached a point where you’re starting to talk about the breakdown of strains, 

how many of them will be theirs or yours, or any colour like that you could provide? 

 

DR. ANTHONY HOLLER:  
Yes. We’ve had some of those conversations, but obviously the facility isn’t built yet so that part of it is, 

as we get further along in construction, the conversations will be much more constructive. 

 

VAHAN AJAMIAN:  
Right, got you. Okay, I’ll turn it over. Thank you. 

 

DR. ANTHONY HOLLER:  
Thanks, Vahan. 
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OPERATOR:  
The next question is from Anthony de Ruijter of Fundamental Research Corp. Please go ahead. 

 

ANTHONY DE RUIJTER:  
Gentlemen, thank you so much for taking my question. My first question relates to the retail/rollout of 

the California production. Obviously the market’s been impressed by Sunniva’s ability to secure a 

wholesale agreement with Canopy, but what is the expected rollout of the California supply? I mean, I 

know that full adult use is legalized in California, but I think there still remains an element of risk with 

regards to selling the product moving forward. Could you comment? 

 

DR. ANTHONY HOLLER:  
Yes. Let me start by commenting that, in California, as you know, there is currently very little compliant 

supply. Obviously, that gives us a significant advantage. That’s led to discussions with major 

distributors and major brands in California, because as you know, a lot of them are very concerned 

because, obviously adult use came in January, and now product has to be tested. What some of these 

groups are finding is, they’re getting their product from somewhere; they’re assuming it’s compliant, and 

then it turns out not to be. We’ve had that experience at our extraction facility where we are being very 

careful that if we’re going to extract for another company, that product better be compliant. 

 

I think we have a major advantage in that regard, and I think you won’t have to wait long to start seeing 

exactly what we’re doing there. Again, there we really are focused on long-term supply agreements with 

the major distributors, and the major brands in California. 

 

ANTHONY DE RUIJTER:  
Okay. I guess, one more follow-up—a couple more follow-up questions, then. Given that there’s a 

problem with compliance and the quality of the product, do you see there being an opportunity for a 

similar licensed dealer model in California, and especially for Sunniva, could you be seeing yourself 

developing a similar testing model down in California to complement your current operations? 

 

DR. ANTHONY HOLLER:  
Yes, in California, one of the things we’ve learned from the large distributors is that there is no 

dominant brand out there right now. One of the things that, when we talk to distributors, they’re saying, 
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why don’t we distribute Sunniva brand? Why don’t we brand your products as Sunniva and distribute 

them, because you’ll have a huge advantage with your facility and with the fact that you’re fully 

compliant, et cetera? That’s one of the things we’re looking at in California, having distributors actually 

distribute the Sunniva brand. 

 

Now, when we’re working with other brands, of course, that’s not the case. Our product will go into their 

brand. 

 

ANTHONY DE RUIJTER:  
Right, I see. Okay, so moving north, obviously a large expected component of the Canada Campus 

production will be covered by the supply agreement of Canopy, but there’s still a majority that isn’t 

covered. With NHS, there is a network of patients to which you could supply; my question is, what sort 

of incentives or initiatives will the Company offer to try and get NHS patients to switch to Sunniva future 

product instead of products from other LPs which they’re currently being referred to? 

 

DR. ANTHONY HOLLER:  
Currently, as  you know, we have agreements with 25 different LPs to supply products to our patients, 

and we’re growing quite rapidly. We’re actually not going to go and try and switch patients from, let’s 

say, a Canopy brand to Sunniva brand. But with the growth in patients, we expect that some of the new 

patients will acquire Sunniva-branded products; some will go to other LPs. At NHS, we continue to 

believe that we’re going to be agnostic to the actual LP. Sunniva will just be another LP. 

 

ANTHONY DE RUIJTER:  
That’s interesting, but with NHS, if you’re able to sell Canada Campus products directly to patients in 

the NHS network, doesn’t the Company then realize a higher margin as opposed to just the wholesale 

margin from selling product to other LPs? 

 

DR. ANTHONY HOLLER:  
It does, absolutely. We get a much higher margin, and that’s why we have a focus on that. But think of 

it this way; the way the NHS patient growth is going, there would be no way for us to supply all the 

patients. We will continue to need the LPs to supply product to some of our patients. 

 

ANTHONY DE RUIJTER:  
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Right, okay. Final question, then. Addressing the upcoming CapEx for the Canada Campus, roughly 

$120 million, Sunniva plans to finance 60% of that through traditional bank debt and the rest through 

subordinated debt. If we assume a blended interest rate, roughly 8% to 10%, and then the leaseback 

obligations for the California Campus, the recurring expenses moving forward tied to these facilities are 

quite significant. Could you perhaps provide an interest payment schedule or debt service schedule for 

both these facilities and how the Company intends to maintain earnings moving forward? 

 

DR. ANTHONY HOLLER:  
David, I’ll throw that one to you. 

 

DAVID NEGUS:  
Thank you, Tony. We have modeled out the lease expense of the California facility, and remember, 

we’re looking at an initial 15-year lease term there, with two five-year renewals. 

 

With respect to Canada, I think that is a reasonable interest rate estimate. It’s quite a long-lived asset, 

and I think there’s going to be a ready market to not only provide the initial financing, but we believe it’ll 

be a strong asset for refinancing. Even though our initial terms of financing that property will be higher 

at the beginning due to the risk, I do believe, as we refinance that facility over time, it will be at much 

more favourable rates. 

 

Obviously we are very comfortable with the cost of building those facilities, and the positive impacts on 

our business model. We think it’s a great opportunity to bring a wonderful asset to the Okanagan, and 

also a wonderful asset for Cathedral City in California. 

 

ANTHONY DE RUIJTER:  
Okay, gentlemen. Thank you so much for answering my questions so comprehensively. I’ll be turning 

over the questions to the next caller. 

 

DR. ANTHONY HOLLER:  
Thank you. 

 

OPERATOR:  
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This concludes the time allotted for the question-and-answer session. I would now like to turn the 

conference back over to Dr. Anthony Holler for any closing remarks. 

 

DR. ANTHONY HOLLER:  
Thank you. Again, I’d just like to thank everyone for joining this call. I think we’re going to have a very 

exciting year this year with building both these campuses out. Obviously, we’re completely focused on 

executing on our business plan, so stay tuned. 

 

Thank you very much. 

 

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

have a pleasant day. 


