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This Management’s Discussion and Analysis (“MD&A”) of the financial condition and results of operations of 

SugarBud Craft Growers Corp. (“SugarBud” or the “Company”) (TSX-Venture Exchange: SUGR and 

SUGR.WT) is dated April 30, 2019. The MD&A should be read in conjunction with the audited financial 

statements for the year ended December 31, 2018, together with the notes thereto (“Financial Statements”). 

SugarBud’s Board of Directors reviewed and approved Financial Statements and MD&A on April 30, 2019.   

Additional information about SugarBud, including the Company’s annual information form for the year ended 

December 31, 2017, is available on SEDAR at www.sedar.com and on the Company’s website at 

www.sugarbud.ca.  

The Financial Statements have been prepared in accordance with International Financial Reporting Standards 

(“IFRS”) as issued by the International Accounting Standards Board (“IASB”). The Company uses certain non-

IFRS measures in this MD&A. Refer to pages 28 to 33 for important information related to Non-IFRS measures 

,BOE references and forward-looking information.  

Cannabis segment 

2018 was a transformational year for the Company. During the first quarter of 2018, the board of directors, led 

by Dan Wilson, Chairman, and former Vice President, Oil and Gas Operations from April 2018 to December 

2018 and former Chief Executive Officer of the Company from March 2010 to April 2018, and William 

Macdonald, Director, who has over 40 years of deal making, financing and capital markets experience, 

appointed a hand-picked cannabis focused management team. In March 2018, the Company completed a 

recapitalization financing of $8.25 million to fund investment opportunities in the cannabis space.  

Cannabis team 

SugarBud appointed Craig Kolochuk as President, Chief Executive Officer and a director, Jeff Swainson as 

Chief Financial Officer, and Tara Johnson-Ouellette as Vice President, Compliance and Regulatory Affairs. 

Mr. Kolochuk has 20 years of experience in the Canadian oil and gas industry, holding roles in land, business 

development, acquisitions and divestitures, and management. He was a co-founder of Cardinal Energy Ltd. 

and played a significant role in acquiring over $800 million of high-quality oil and gas assets, ultimately building 

a publicly traded, dividend paying entity with a market capitalization of nearly $1 billion at its peak. 

Mr. Swainson has 10 years of public company accounting, finance, business development and capital markets 

experience. He began his career with an international accounting firm and, after receiving his Chartered 

Accountant designation, transitioned into the oil and gas industry. Mr. Swainson was most recently the Chief 

Financial Officer and Corporate Secretary of a high growth Montney focused exploration and production 

company, which grew to a market capitalization of approximately $400 million at its peak. 

Mrs. Johnson-Ouellette has 20 years of experience in regulatory and compliance, project execution, and 

business process management. She has spent most of her career in the oil and gas industry, predominantly 

with start-up companies. She transitioned into the cannabis space in late 2015, working as Manager of 

Operations of Sundial Growers. 

In June 2018, Joseph Dietrich joined the board of directors of SugarBud. Mr. Dietrich has decades of technical 

experience and in-depth knowledge of cannabis flower and hashish production, extraction, breeding and 
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genetics. Mr. Dietrich holds a Health Canada Access to Cannabis for Medical Purposes Regulations (the 

“ACMPR”) (which were amended and concurrently restated as Part 14 of SOR 2018/144: Cannabis Regulations 

(the “Federal Regulations”) on October 17, 2018 (see page 10)) cannabis production license. Mr. Dietrich holds 

a B.Sc. Degree, an MBA in finance and marketing from Kellogg and Wharton, and a certificate in cannabis plant 

production and facility management through Kwantlen University. Mr. Dietrich has been a Director of Concrest 

Corporation Ltd. since 1985, and in 2011 co-founded S.E. Asia-based precious metals mining exploration 

company Locrian Resources Inc., where he currently sits on the Board. Mr. Dietrich joined cannabis LP 

applicant Grunewahl Organics Inc. (“Grunewahl”) in 2017, where he is Chief Executive Officer and Director until 

it was acquired by SugarBud in 2018, and recently joined Flower Capital Advisory Corp. in 2018 as a cannabis 

consultant and Director.  

During the year ended December 31, 2018, Mr. Richardson joined the management team. Mr. Richardson has 

25 of years experience in the Alberta retail liquor industry. Most recently, he was Vice President of Crowfoot 

Wines and Spirits (“Crowfoot”), where he was integral in building Crowfoot from inception to approximately 25 

premier liquor locations. Mr. Richardson was responsible for: the identification, evaluation and acquisition of 

liquor store locations; the negotiation and execution of leases; the design, construction and renovation of liquor 

store locations; human resources initiatives; and the day-to-day operations of Crowfoot.  

During the year ended December 31, 2018, the Company appointed Saeid Mobini, Ph.D. as Master Cultivator. 

Dr. Mobini holds a Ph.D. in Horticulture and Agricultural-Biotechnology with a focus on aeroponics, soilless and 

tissue culture and plant breeding. Most recently, Dr. Mobini was a greenhouse specialist at the Alberta 

Agriculture and Forestry Ministry where he focused on LED lighting applications in commercial scale aeroponic 

and hydroponic systems. Prior thereto, Dr. Mobini was a postdoctoral fellow and research officer at the 

University of Saskatchewan, where he developed innovative concepts for improving indoor crop growth and 

production. Dr. Mobini has identified highly effective combinations of LED spectrum, undertaken extensive plant 

breeding programs, and developed state-of-the-art aeroponics systems intended to maximize cannabinoid and 

terpene profiles, plant quality and yields.  

Private placement 

On March 21, 2018, the Company closed a private placement and issued 122,222,222 units at a price of 

$0.0675 per unit for gross proceeds of $8,250,000 (the “Private Placement”). Each unit was comprised of one 

common share of the Company (each, a “Common Share”) and, in the case of subscriptions by the board of 

directors, officers, other insiders of the Company, together with additional subscribers identified by such 

persons, one Common Share purchase warrant (a “Warrant”) and, in the case of all other subscribers, one half 

of one Warrant. Each whole Warrant entitles the holder to purchase one Common Share at a price of $0.10 for 

a period of five years from the date of issuance.  

Grunewahl acquisition 

During the year ended December 31, 2018, the Company acquired all of the issued and outstanding common 

shares in the capital of Grunewahl, whose subsidiary was a late-stage applicant to become a licensed producer 

under Health Canada’s ACMPR.  

Pursuant to the acquisition, the Company issued an aggregate of 19,259,993 Common Shares to former holders 

of common shares in the capital of Grunewahl and 2114152 Alberta Ltd., a wholly-owned subsidiary of the 
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Company, amalgamated with Grunewahl to form “Trichome Holdings Corp.” Grunewahl has received municipal 

approval to cultivate cannabis at Stavely, Alberta upon the receipt of a cultivation license (“Cultivation License”) 

from Health Canada.  

Farm Credit Canada (FCC) commitment letter 

On September 5, 2018, SugarBud entered into a commitment letter with Farm Credit Canada (“FCC”) in respect 

of a proposed $17.65 million credit facility (the “Credit Facility”) The Credit Facility and advances thereunder 

will be conditional upon, among other things, syndication of the Credit Facility with another Canadian financial 

institution (who will lead the syndicate and fund approximately $8.0 million of the Credit Facility) and SugarBud 

receiving requisite Health Canada licenses. Once final, the Credit Facility will fund the equipping and the 

expansion of SugarBud’s cannabis cultivation facility at Stavely, Alberta (the “Stavely Facility”). The Company 

is in negotiations with FCC and a potential syndicate partner and finalizing the terms of the Credit Facility. The 

outcome and finalization of the terms and conditions have not been determined. 

Inner Spirit investment  

On June 21, 2018, the Company acquired 7,500,000 common shares and 3,750,000 common share purchase 

warrants of Inner Spirit Holdings Ltd. (“Inner Spirit”) in consideration for $1,125,000 in cash. The investment in 

Inner Spirit as at December 31, 2018 was valued at $937,599. During the year ended December 31, 2018, the 

Company sold 1,284,000 Inner Spirit common shares for proceeds of $239,292. 

Inner Spirit is the parent company of Spirit Leaf Inc. (“Spiritleaf”), which aims to be a market leader in the 

franchising of retail cannabis dispensaries in jurisdictions in Canada when the private distribution of recreational 

cannabis is legalized.  

Due to changes in the regulatory landscape, the parties have decided to not continue with the previously 

announced second investment in Inner Spirit and strategic alliance agreement. 

Change of business 

During the year ended December 31, 2018, SugarBud completed a change of business (“Change of Business”) 

with the TSX Venture Exchange (the “TSXV”) to be listed as a Tier 2 Life Sciences Issuer. The TSXV formally 

approved the Company’s name change from “Relentless Resources Ltd.” to “SugarBud Craft Growers Corp.” 

and the Common Shares commenced trading on the TSXV under the Company’s new name and new trading 

symbol “SUGR” at the market opening on October 26, 2018. 

Rights offering 

During the year ended December 31, 2018, the Company issued an aggregate of 110,999,932 Common Shares 

and 55,499,966 Warrants for total approximate proceeds of $7.5 million pursuant to a fully subscribed rights 

offering (the “Rights Offering”). Each whole Warrant entitles the holder to purchase one Common Share at a 

price of $0.10. The proceeds from the Rights Offering were primarily directed towards the construction of Phase 

1 of the Stavely Facility. 

Alumina Partners LLC 

During the year ended December 31, 2018, SugarBud executed an investment agreement (the “Agreement”) 

with Alumina Partners (Ontario) Ltd. (“Alumina”), a wholly owned subsidiary of Alumina Partners LLC. The 
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Agreement allows SugarBud to draw down capital, on an as-needed basis, in a series of equity offerings of up 

to a total of $25.0 million over a twenty-four-month period. 

The Company will initiate any draw-down by providing Alumina a written request indicating the proposed amount 

and timing of the draw-down, which Alumina will have the option to accept. Under the Agreement, SugarBud 

will offer units of the Company, each unit consisting of one Common Shares and one-half of one Warrant. The 

unit price will be determined at the time of each draw-down at negotiated discounts ranging from 15% to 25% 

of the market price. Alumina will not be required to complete a draw-down if the market price of the Common 

Shares on the TSXV as of the trading day prior to closing of the draw-down is below the unit price. The exercise 

price of the Warrants is expected to be at a 40% premium over the market price at time of issuance, or such 

lesser premium as may be determined by the mutual agreement of SugarBud and Alumina. Each whole Warrant 

will entitle the holder to purchase one additional Common Share for a period of 36 months from the closing of 

the applicable draw-down. Closing of each draw-down will be subject to a number of conditions, including 

receipt of the approval of the TSXV. In no event may the securities issuable to Alumina pursuant to a draw-

down, when aggregated with the Common Shares and Warrants held by Alumina on the closing date of such 

draw-down, exceed 9.99% of the outstanding Common Shares. Each draw-down will be completed on either a 

private placement or prospectus basis.  

The Company has no immediate plans to complete a draw-down with Alumina, however, the option to initiate 

a draw-down is available if both parties agree to applicable terms. SugarBud may enter into arrangements with 

other parties on more favourable terms, if applicable as available and desired by the Company. 

Disposition of oil and gas assets 

Effective as of December 31, 2018, SugarBud completed the sale of the Company’s oil and gas assets to 

several arm’s length purchasers. The purchasers acquired all of the Company’s oil and gas assets for gross 

proceeds of approximately $1.75 million in cash. The series of dispositions eliminated approximately $4.1 

million of asset retirement obligations associated with the assets and significantly strengthened the Company’s 

balance sheet. 

Listing of common share purchase warrants for trading on the TSXV 

On November 6, 2018, the Company listed on the TSXV a total of 139,069,801 Warrants, consisting of 

83,569,835 Warrants issued pursuant to the Private Placement completed on March 21, 2018 and an additional 

55,499,966 Warrants issued pursuant to the Rights Offering. Each Warrant entitles the holder thereof to acquire 

one Common Share upon payment of the exercise price of $0.10 per Common Share prior to September 12, 

2023. The Warrants are currently trading on the TSXV under the symbol “SUGR.WT”. 

Common shares issued for services performed 

On November 13, 2018, the Company issued an aggregate 3,369,800 Common Shares to certain contractors, 

service providers and a director of the Company in satisfaction of amounts payable to such persons in the 

aggregate amount of $336,980 at a deemed price of $0.10 per Common Share.  

Working capital 

As at December 31, 2018, the Company’s working capital was $4,492,342. The changes in working capital 
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during the year was primarily the result of a $8.25 million Private Placement which closed in March 2018 and 

SugarBud’s approximately $7.5 million Rights Offering which closed in October 2018. 

Stavely facility 

During the year ended December 31, 2018, SugarBud announced plans to construct a 29,800 square foot 

aeroponic / hydroponic cannabis cultivation facility on four acres of undeveloped land at Stavely, Alberta, which 

was previously owned by Grunewahl. Phase 1 flowering canopy is estimated to be approximately 25,000 to 

37,000 square feet and is estimated to be capable of approximately 7,000 – 11,600 kgs of dried cannabis flower 

production per year, an increase from 6,000 – 9,000 kgs of dried cannabis flower from previous guidance.  

The increase in estimated production is due to the Company improving the design of its vertical racking 

aeroponics / hydroponics system and is dependant on the number of crops produced per year. The current 

guidance is predicated on 5 crops per annum and annual estimated production of between approximately 280 

grams per square foot of flowering canopy per year (approximately 7,000 kgs per annum and approximately 

25,000 square feet of flowering canopy) and approximately 314 grams per square foot of flowering canopy per 

year (approximately 11,600 kgs per annum and approximately up to 37,000 square feet of flowering canopy). 

The Company cautions that all production guidance is based on significant assumptions which are subject to 

change, including the square feet of flowering canopy, production per square foot of flowering canopy, the 

cannabis strain in question, the number of layers of flowering canopy, and the use of fixed or rolling vertical 

racking systems.  

The Company has completed the construction of and has occupied the Stavely Facility. The Company is 

working towards equipping the first two grow rooms, and upon receipt of a Cultivation License from Health 

Canada, SugarBud will commence cultivation in its first two partially equipped 28’ ceiling rooms. The Company 

will then begin to equip the remaining six flowering rooms, capital permitting, until the entire Facility is in full 

production. SugarBud plans to have Phase 1 in full production by the end of 2019. See exhibit 1 through 6 for 

pictures of Phase 1.  
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Exhibit 1: Phase 1 at Stavely, Alberta – Front View of Facility 

 

Exhibit 2: Phase 1 at Stavely, Alberta – Side View of Facility 
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Exhibit 3: Phase 1 at Stavely, Alberta – Flowering Room #1 (28’ Ceilings) 
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Exhibit 4: Phase 1 at Stavely, Alberta – Corridor 
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Exhibit 5: Ribbon cutting ceremony at Stavely, Alberta  

 

 

Exhibit 6: Phase 1 & 2 layout (layout on left, rendering on right) 
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Upon completion of the interior, Phase 1 of the Stavely Facility will be comprised of an administrative and 

service area, a nursery, and eight 2,200 square foot flowering rooms. Each flowering room will have isolated 

HVAC and environmental controls, allowing SugarBud to “fine-tune” the temperature, humidity and air-

circulation for each room, with the intent of maximizing product quality on a strain-by-strain basis, and limiting 

the impact of any potential pest or pathogen infestations.    

SugarBud is working diligently to substantially equip the first two growing rooms (“Phase 1A”). Subject to the 

receipt of a Cultivation License from Health Canada, SugarBud will then commence the cultivation of cannabis 

with the intent of obtaining a sales license (“Sales License”) from Health Canada as soon as possible thereafter.  

In order to accelerate the receipt of a Sales License, the Company will equip the six remaining Phase 1 flowering 

rooms (“Phase 1B”) concurrently with the production of cannabis in Phase 1A. The Company is targeting to 

obtain its Sales License and the completion of all eight Phase 1 flowering rooms by mid-2019.  

The Company will commence construction of Phase 2 when capital permits. 

As at December 31, 2018, the Company had spent approximately $6,541,542 towards the construction of the 

Stavely Facility. The Company previously anticipated that the inner walls would be completed in mid-2018; 

however, design changes and improvements to the Stavely Facility resulted in a modification to the timeline. 

The estimated cost of the Stavely Facility has increased by approximately $9.1 million, from $28.9 million to 

$38 million, due to design changes to the building and equipment with the objective to improve product quality 

and yields. The Company previously planned to use fixed racks and will now be using rolling racks, resulting in 

an increase in the number of total LED growing lights in the facility and the flowering canopy. Additionally, the 

number of required HVAC units in the building has increased. The cost is subject to change as the design and 

equipment are not final.    

Phase 2 is a modular design which will also allow for the addition of two “wings” constructed on the side of 

Phase 1 (see exhibit 5 for an illustration). While the final design is subject to change, the planned Phase 2 will 

be capable of approximately 10,500 – 17,400 kgs of dried cannabis flower production per annum, for a total 

Stavely Facility production of approximately 17,500 – 29,000 kgs of dried cannabis flower per annum. All figures 

are subject to finalization and changes and are based on significant estimates.  

Phase 1 is estimated to cost approximately $18.5 million with four layers of flowering canopy. The Company 

plans to partially fund Phase 1 with existing working capital (including approximately $7.5 million raised pursuant 

to the Company’s Rights Offering) and cash-flow generated from the sale of its oil and gas assets. The 

Company will rely on other sources of financing in order to complete Phase 1, and upon finalization, the 

Company will use proceeds from the potential Credit Facility to fund the remainder of Phase 1B. 

In order to maximize Phase 1’s square footage, each room will contain an industrial racking system allowing 

the Company to “grow vertically” with layers of flowering canopy. Phase 1 will contain flowering canopy totaling 

approximately 25,000 – 37,000 square feet.  

The Company has not produced any cannabis or generated any revenue from its cannabis business segment 

to date. 
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Milestones 

Significant events required to occur for the business objectives (described above) to be accomplished are: 

1) The successful advancement of the Company’s application to become a licensed producer with Health 

Canada. The Company is actively working towards this target and provided an attestation video to 

Health Canada during the first quarter of 2019 for the purposes of receiving a Cultivation License.  

2) The successful negotiation and completion of additional financing to fund the construction of the Stavely 

Facility and anticipated start-up and operating costs.  

Applicable regulations  

On June 18, 2018, the Government of Canada passed legislation, the Cannabis Act (Canada) (the “Federal 

Cannabis Act”), outlining the framework for the legalization of recreational use of cannabis, as well as laws to 

address drug-impaired driving, protection of public health and safety and prevent youth access to cannabis. 

Regulations to support the Federal Cannabis Act were also published in the Canada Gazette, Part II, on July 

11, 2018. The Federal Cannabis Act and its regulations came into force on October 17, 2018, and adults are 

now able to purchase limited amounts of cannabis products from licensed retail stores subject to provincial and 

municipal government restrictions. Federally-governed cannabis operations, including the production of 

cannabis for medical and recreational purposes, is no longer regulated by the Controlled Drugs and Substances 

Act (Canada). The ACMPR has been repealed and concurrently restated under the Federal Regulations.  

Pursuant to the Federal Regulations, cannabis products require plain packaging and must be labelled with 

mandatory health warnings, a standardized cannabis symbol and specific information about the product.  

The Federal Regulations also set out strict requirements with respect to logos, colours and branding. The 

Federal Cannabis Act grants the provincial and municipal governments the authority to prescribe regulations 

regarding retail and distribution (including advertising), as well as the ability to alter some of the existing baseline 

requirements, such as increasing the minimum age for purchase and consumption. Provincial and territorial 

governments in Canada have made varying announcements on the proposed regulatory regimes for the 

distribution and sale of cannabis for recreational purposes. For example, Saskatchewan and Manitoba have 

chosen a private sector model for distribution, whereas Alberta, British Columbia, Newfoundland and Labrador, 

Northwest Territories, Nunavut and Ontario have opted to pursue a hybrid approach of public and private sale 

and distribution.  

Licensing  

The Company does not currently have a Cultivation License or a Sales Licence. The current Health Canada 

licensing process includes the following stages: Application Screening, Review and Security Clearance, Pre-

licensing and approval process, Issuance of license. Health Canada has received SugarBud’s application and 

has begun their review of the Company’s file. 

If the Company does not obtain a Cultivation License, the Stavely Facility would be sold. However, the Company 

is confident that the Cultivation License will be obtained. The Stavely Facility will be state-of-the-art and in the 

opinion of the Company, SugarBud’s application to become a licensed producer is complete and compelling. 
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Genetics 

As a pre-licensed applicant, SugarBud was able to complete a one-time declaration regarding the scope and 

composition of its starting materials. SugarBud’s intent is to build a substantial library of top-tier genetics in 

order to cultivate premium cannabis products and to offer a broad range of cannabis products upon the receipt 

of the requisite licenses from Health Canada.    

Subsequent events 

Phylos Bioscience Inc 

Subsequent to the year ended December 31, 2018, the Company announced that it entered into a strategic 

relationship with Phylos Bioscience Inc. (“Phylos”) for the characterization and analysis of SugarBud’s future 

cannabis strains. The Company has line of sight to a genetic library of over 400 top-tier strains, including the 

latest “designer” hybrid strains and foundational landrace strains. Phylos has extensive knowledge of the global 

cannabis market and the rapidly evolving needs of medical and recreational cannabis users. Phylos will analyze 

chemotype, phenotype, and genotype data sourced from SugarBud’s genetic library, which will provide insights 

that could include genetic profiles, potential yields, terpene levels, THC and CBD content, plant sizes, and 

vegetation and flowering times. This data will not only assist SugarBud in determining the optimal cannabis 

strains for production from an economic standpoint, it will also ensure that SugarBud’s customers are provided 

with a diverse product offering and certainty regarding the cannabis that they are consuming 

Submission of affirmation of readiness and video evidence package to Health Canada pursuant to 

cultivation license application 

Subsequent to the year ended December 31, 2018, the Company submitted its Affirmation of Readiness and 

Video Evidence Package (“Evidence Package”) to Health Canada. The submission of the Evidence Package 

is the final step, under SugarBud’s control, related to the receipt of a cultivation license from Health Canada at 

the Stavely Facility. The submission of the Evidence Package is a significant achievement for SugarBud in its 

objective to become a leading provider of medicinal and recreational cannabis in Canada. This Evidence 

Package is a significant milestone in SugarBud’s evolution toward the cultivation of premium, genetically 

characterized cannabis at its state-of-the-art vertical facility.  

Confirmation of Readiness Letter  

On April 22, 2019, the Company received a Confirmation of Readiness Letter (“COR Letter”) from Health 

Canada in respect of the Stavely Facility. The COR Letter requests SugarBud’s affirmative response that it has 

met Health Canada’s license application requirements. The “Confirmation of Readiness” stage is the final stage 

in the application process. 

Retail strategy  

On November 13, 2018, SugarBud appointed Bob Richardson as Vice President, Retail and Marketing, and 

initiated a vertically integrated retail distribution strategy consisting of the acquisition, development and 

operation of premier retail cannabis stores in Alberta (the “Retail Strategy”), with plans to expand to other 

provinces in the future. 

SugarBud’s Retail Strategy is focused on the identification, development and operation of premier retail 
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cannabis locations in Canada. SugarBud believes that the vertical integration of its retail operations will allow it 

to maintain profit margins and the highest level of control over SugarBud’s brand equity and strategy. SugarBud 

expects to execute its Retail Strategy by: 

• Developing a compelling brand which clearly conveys SugarBud’s values; 

• Accessing SugarBud’s hand-crafted, select-batch, ultra-premium products (upon the receipt of a 

Cultivation License and a Sales License); 

• Using its extensive knowledge of the Alberta controlled substances retail market and network of 

beverage manufacturing and distribution contacts; 

• Taking a data-driven approach to decisions related to consumer purchasing habits; 

• Leveraging existing relationships with landlords, municipalities and regulators; and 

• Applying SugarBud’s significant retail operational expertise including store sizing, site development, 

inventory management, staffing, training and branding. 

SugarBud’s initial Retail Strategy is to identify and secure approximately ten retail cannabis locations over the 

next 12 months through a combination of grass-roots growth and the acquisition of existing locations and 

development permits. The Retail Strategy is currently unfunded and SugarBud is evaluating the scope of a 

potential budget. SugarBud has not yet applied for any retail licenses and the process of obtaining a license 

may take longer than 12 months. 

Applicable retail regulations in Alberta 

On November 30, 2017, the Government of Alberta passed Bill 26, which contains the regulatory framework for 

recreational cannabis sales in Alberta. Bill 26 amends the Gaming and Liquor Act (Alberta) to become the 

Gaming, Liquor and Cannabis Act (Alberta) (the “Alberta Cannabis Act”), which governs the purchase, 

distribution, sale and consumption of recreational cannabis in the province. Under the Alberta Cannabis Act, 

cannabis distribution in Alberta is carried out through a hybrid retail model under the oversight of the Alberta 

Gaming, Liquor and Cannabis Commission (the “AGLC”). The cannabis distribution framework in the Alberta 

Cannabis Act provides that private retailers are able to open licensed retail stores in Alberta, such as those 

proposed to be operated by the Company, upon obtaining retail licenses from the AGLC. The Alberta Cannabis 

Act further states that online distribution of cannabis is restricted to government entities. 

On February 16, 2018, the Government of Alberta released amendments to the Gaming and Liquor Regulations 

(Alberta) (the “Alberta Regulations”) establishing regulations for the sale of recreational cannabis in Alberta, 

including the licensing of privately-owned retail cannabis stores. The Alberta Regulations stipulate, among other 

restrictions, that: 

• No one person can have more than 15% of retail licenses in Alberta and no group of persons can have 

more than 15% of retail licenses in Alberta where, in the opinion of the AGLC, retail licenses are or 

would likely be subject to common control in any material respect; 

• Cannabis retailers are required to hire individuals that: are over eighteen years of age; have 

successfully completed training requirements set by the AGLC; and have passed a criminal background 
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check; 

• Licensed retail stores cannot be located within 100 meters of a provincial health care facility or a school; 

• Licensed retail stores cannot be open outside the hours of 10 a.m. and 2 a.m.; 

• Licensed retail stores must implement inventory tracking, count and sales systems and security 

measures, including alarms, video surveillance and secured product storage; 

• Cannabis consumption at licensed retail stores is prohibited; 

• Cannabis suppliers and their representatives cannot offer, nor can retail cannabis licensees accept, 

perks such as loans, money, rebates, concessions, discounts, furnishings, storage equipment, fixtures, 

decorations, signs, supplies or anything of value; and 

• Transfers of retail licenses are prohibited and any change in ownership of a licensed retail stores 

business must be preapproved by the AGLC. 

The Alberta Cannabis Act and the Alberta Regulations came into effect on October 17, 2018, concurrently with 

the legalization of recreational cannabis. In addition to retail licenses, municipal development permits are 

required to operate any proposed retail location. 

As a result of the national cannabis supply shortage, on November 23, 2018, the AGLC announced its decision 

to temporarily suspend accepting applications and issuing any additional cannabis retail licences until further 

notice. Subsequent to period end, on January 25, 2019, the AGLC issued ten additional licenses to the first ten 

applicants to have met all licensing conditions after the decision to temporarily stop issuing licenses. 

Furthermore, on April 18, 2019, the AGLC announced that they will begin to issue 26 additional licenses. The 

Company has not yet applied for any licenses and there is significant uncertainty as to when more licenses will 

be issued. 

Cannabis financial and operating results – continuing operations 

Year ended December 31 
  
  

  2018  2017 

Cash used in operating activities       $ (3,092,863)  $ (361,844) 

Per share - basic and diluted   
    

 
(0.02)  

 
0.00 

Comprehensive (loss) income    
    

 
 (6,193,095) 

 
 (361,844) 

Per share - basic and diluted   
    

 
 (0.03) 

 
(0.00) 

Capital expenditures, net   
    

$ 7,221,380 $ - 

           

As at December 31           

           

Total assets       $ 17,416,770 $ - 

Working capital (working capital deficiency)  
 

    
 

4,492,342 
 

- 

Investment in Inner Spirit  
 

    
$ 937,599 $ - 

Shares outstanding - end of period          355,463,381    - 
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During the year ended December 31, 2018, cash used in operating activities from continuing operations was 

$3,092,863, primarily due to general and administrative expenses which includes legal fees, salaries and wages 

to employees, and other start-up costs. During the year ended December 31, 2017, cash used in operating 

activities from continuing operations was $361,844.  

During the year ended December 31, 2018, comprehensive loss from continuing operations was $6,193,095, 

primarily due to general and administrative expenses and stock-based compensation. During the year ended 

December 31, 2017, comprehensive loss from continuing operations was $361,844. 

During the year ended December 31, 2018, the investment in Inner Spirit as at December 31, 2018 was valued 

at $937,599, and the Company sold 1,284,000 Inner Spirit common shares for proceeds of $239,292. 

General & administrative expenses  
  

Year ended December 31,  2018 2017 

General & administrative expenses $ 2,350,844 $ 361,844 

During the year ended December 31, 2018, general and administrative expenses from continuing operations 

were $2,350,844. This is primarily due to legal fees of approximately $780,000, salaries and wages to 

employees of $435,000, consulting expenditures of approximately $420,000, office lease expenditures of 

approximately $90,000 and other start-up costs incurred as a result of the Company’s cannabis business 

segment. During the year ended December 31, 2017, general & administrative expenses from continuing 

operations was nil, as the Company did not have cannabis operations at that time. 

Stock based compensation 
 

Year ended December 31,  2018 2017 

Stock based compensation $ 3,716,337 $ - 

During the year ended December 31, 2018, the Company granted 45,400,000 stock options, and as a result, 

recorded stock-based compensation from continuing operations of $3,716,337. During the year ended 

December 31, 2017, stock-based compensation from continuing operations was nil, as the Company did not 

have cannabis operations at that time. 
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Working capital  

 

(1) Non IFRS measure 

As at December 31, 2018, SugarBud had working capital of $4,492,342. The working capital was primarily due 

to SugarBud’s $8.25 million Private Placement which closed in March 2018 and SugarBud’s approximately $7.5 

million Rights Offering which closed in October 2018. The proceeds from the Private Placement and Rights 

Offering were primarily directed towards the construction of Phase 1 of the Stavely Facility. 

Property plant and equipment (PP&E) 

During the year ended December 31, 2018, the company added $7,221,380 of property, plant and equipment 

(PP&E) related to its cannabis operations, including approximately $6,541,542 due to capital costs related to 

the Stavely Facility and approximately $323,000 of capital costs related to the acquisition of Grunewahl.     

On March 22, 2018, the Company entered into an asset purchase agreement to acquire a building and six acres 

of land in Crossfield, Alberta for total consideration of $4.0 million. The Company paid a total deposit of 

$200,000 towards the purchase price. The site was intended to be the location of the Company’s potential 

cannabis cultivation facility. However, the municipality did not make the necessary zoning changes and, as a 

result, the Company terminated the agreement during the three months ended June 30, 2018. SugarBud 

recovered a portion of the deposit and recognized a loss on Crossfield of approximately $151,000 during the 

three months ended June 30, 2018. 

 

 

 

 

 

 

 

 

 

 

December 31  2018  2017 

Cash $ 3,821,548 $ - 

Term deposit  100,000  - 

Accounts receivable  2,317,242  - 

Prepaid expenses and deposits  407,797  - 

Accounts payable and accrued liabilities  (2,154,245)  - 

Working capital (working capital deficiency)(1) $ 4,492,342 $ - 
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Capital expenditures – cannabis  

Area Description 

 Three months ended 
December 31, 2018 

 Three months ended 
December 31, 2017 

Alberta Land $ 323,000 $ - 

 Computer equipment  7,770  - 

 Stavely building & other  4,864,965  - 

 Retail  306,200  - 

Total  $ 5,501,935 $ - 

Area Description 

  
Year ended December 

31, 2018 

  
Year ended December 

31, 2017 

Alberta Land $ 323,000  - 

 Computer equipment  50,638                           - 

 Stavely building & other  6,541,542  - 

 Retail  306,200  - 

Total  $ 7,221,380 $ - 

 
Commitments and contingencies - cannabis 

 

  2019 2020 2021 2022 2023 Total 

Truck lease $11,336 15,115 16,375 - - $ 42,825 

Equipment lease $16,850 22,466 24,338 24,962 16,780 $ 105,396 

Total  $28,186 37,581 40,713 24,962 16,780 $ 148,221 
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Oil & gas financial and operating results - discontinued operations 

During the year ended December 31, 2018, the Company engaged Peters & Co. Limited, an independent 

investment dealer which specializes in Canadian energy corporate finance, advisory, and research, to market 

its oil and gas assets and, effective as of December 31, 2018, the Company completed the sale of all of its oil 

and gas assets for gross proceeds of approximately $1.75 million in cash. The disposition eliminates 

approximately $4.1 million of asset retirement obligations associated with the assets. 

Results of the discontinued oil & gas segment are as follows: 

       

Year ended 

    
December 31, 

2018  
December 31, 

2017 

Revenue       

Oil and natural gas sales  $  1,885,600 $ 2,909,294 

Royalties    (169,068)  (282,659) 

Oil and gas revenue    1,716,532  2,626,635 

Expenses       

Production, operating and transportation    826,096  1,059,864 

General and administrative    669,530  159,342 

Finance expense    56,357  182,124 

Depletion and depreciation    366,415  798,297 

Impairment of property, plant and equipment    -  117,835 

Total expenses    1,918,398  2,317,462 

       

Operating loss from discontinued operations  $  (201,866) $ 309,173 

Other (loss) gain    (291,929)  237,395 

(Loss) gain from discontinued operations    (493,795)  546,568 

Loss on disposition of oil and gas assets    (4,290,937)  - 

Net (loss) gain from discontinued operations  $  (4,784,732) $ 546,568 
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Summary of cash flows of the discontinued operations are as follows: 

      

Year ended   
December 31, 

2018  
December 31, 

2017 

Cash provided by operating activities  $ 283,370 $ 85,981 

Cash provided by (used in) investing activities   1,621,600  (575,206) 

Cash provided by financing activities   -  851,069 

During the year ended December 31, 2018, cash provided by operating activities from discontinued operations 

increased by 230% to $283,370 compared to $85,981 during the year ended December 31, 2017, primarily due 

to the Company incurring less expenditures towards its oil and gas segment as the Company completed the 

disposition of its oil and gas assets and is now a pure-play cannabis company. 

During the year ended December 31, 2018, comprehensive loss from discontinued operations increased to 

$4,784,732 compared to comprehensive income of $546,568 during the year ended December 31, 2017, 

primarily due to the loss on disposition of the Company’s oil and gas assets of $4,290,937. 

Daily production and commodity prices 

Three months ended December 31, 
     

2018  
 

2017 
 

% Change 

Average daily production 
        

Oil and NGLs (bbl/d)     69  101 (32) 

Natural gas (mcf/d)     174  419 (58) 

Oil equivalent (boe/d @ 6:1)     99  171 (42) 

         

Realized commodity prices ($CDN) 
        

Oil and NGLs (bbl)    $ 23.27 $ 57.49 (60) 

Natural gas (mcf)    $ 1.58 $ 2.11 (25) 

Oil equivalent (boe @ 6:1)    $ 19.19 $ 39.17 (51) 

During the three months ended December 31, 2018, total production decreased 42% to 99 boe/d compared to 

171 boe/d during the three months ended December 31, 2017. Natural gas production averaged 174 mcf/d 

during the three months ended December 31, 2018, compared to 419 mcf/d during the three months ended 

December 31, 2017. The reason for the decrease in production was primarily as a result of voluntary shut-in of 

natural gas production due to unfavorable natural gas prices. Oil and Natural Gas Liquids (“NGL”) production 

averaged 69 bbl/d during the three months ended December 31, 2018, compared to 101 bbl/d during the three 

months ended December 31, 2017.  

During the three months ended December 31, 2018, overall average realized oil and natural gas prices 

decreased 51% compared to the three months ended December 31, 2017, due to lower oil and NGL prices. 

The average price of oil and NGLs decreased 60% from $57.49/bbl during the three months ended December 

31, 2017 to $23.27/bbl during the three months ended December 31, 2018. Natural gas prices decreased 25% 
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from $2.11/mcf to $1.58/mcf during the three months ended December 31, 2018, compared to the three months 

ended December 31, 2017.  

Year ended December 31, 
     

2018  
 

2017 
 

% Change 

Average daily production 
        

Oil and NGLs (bbl/d)     91  127 (28) 

Natural gas (mcf/d)     208  496 (58) 

Oil equivalent (boe/d @ 6:1)     126  210 (40) 

         

Realized commodity prices ($CDN) 
        

Oil and NGLs (bbl)    $ 52.66 $ 52.34 1 

Natural gas (mcf)     1.72  2.65 (35) 

Oil equivalent (boe @ 6:1)    $ 41.01 $ 37.97 8 

During the year ended December 31, 2018, oil and NGLs production averaged 91 bbl/d compared to 127 bbl/d 

during the twelve months ended December 31, 2017. Natural gas production averaged 208 mcf during the 

twelve months ended December 31, 2018, compared to 496 mcf/d during the year ended December 31, 2017. 

The reason for the decrease in production was primarily as a result of voluntary shut-in of natural gas production 

due to unfavorable natural gas prices. 

During the year ended December 31, 2018, realized oil and gas prices increased 8% compared to the twelve 

months ended December 31, 2017. The average price of oil and NGL increased 1% from $52.34/bbl during the 

twelve months ended December 31, 2017 to $52.66/bbl during the year ended December 31, 2018. Natural 

gas prices decreased 35% from $2.65/mcf during the year ended December 31, 2017 to $1.72/mcf during the 

twelve months ended December 31, 2018. 

Oil and natural gas revenues 

Three months ended December 31,     2018  2017 
% 

Change 

Oil and NGLs     $ 148,106 $ 534,588 (72) 

Natural gas     25,199  81,505 (69) 

Total revenue    $ 173,305 $ 616,093 (72) 

% Oil and NGLs     85%  87%  

% Natural gas     15%  13%  

Oil and natural gas production revenues decreased by 72% to $173,305 during the three months ended 

December 31, 2018, compared to $616,093 during the three months ended December 31, 2017, as a result of 

a 51% decrease in realized oil and NGL and natural gas prices and a decrease in oil and NGL and natural gas 

production volumes. Oil and NGL revenue decreased by 72% while natural gas sales decreased by 69% during 

the three months ended December 31, 2018, compared to the three months ended December 31, 2017. 
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Year ended December 31,    2018  2017 
% 

Change 

Oil and NGLs    $ 1,755,075 $ 2,429,882 (28) 

Natural gas    130,524  479,412 (73) 

Total revenue   $ 1,885,599 $ 2,909,294 (35) 

% Oil and NGLs    93%  84%  

% Natural gas    7%  16%  

Oil and natural gas production revenues decreased by 35% to $1,885,599 during the twelve months ended 

December 31, 2018, compared to $2,909,294 during the year ended December 31, 2017, primarily due to a 

40% decrease in production volumes and partially offset by an 8% increase in average commodity prices. Oil 

and NGL revenue decreased by 28% while natural gas sales decreased by 73% during the year ended 

December 31 compared to the twelve months ended December 31, 2017. 

Royalties 

Three months ended December 31,  2018 2017 
% 

Change 
2018 

($ / boe) 
2017 

($ / boe) 

Royalties $ (1,787) $ 47,107 (104) $ (0.20) $ 3.00 

During the three months ended December 31, 2018, royalties from discontinued operations decreased to 

($1,787) from $47,107 during the three months ended December 31, 2017, primarily due to recovered 

expenditures related to prior periods. 

Year ended December 31,  2018 2017 
% 

Change 
2018 

($ / boe) 
2017 

($ / boe) 

Royalties $ 169,068 $ 282,659 (40) $ 3.68 $ 3.69 

During the year ended December 31, 2018, royalties from discontinued operations decreased to $169,068 from 

$282,659 during the twelve months ended December 31, 2017, primarily due to a 35% decrease in production 

revenues. Royalties as a percentage of sales were 8.97% during the twelve months ended December 31, 2018, 

compared to 9.70% during the twelve months ended December 31, 2017. 

Production, operating and transportation expenses 

Three months ended December 31,  2018 2017 
% 

Change 
2018 

($ / boe) 
2017 

($ / boe) 

Production, operating and transportation  $ 350,835 $ 246,980 42 $ 38.84 $ 15.70 

During the three months ended December 31, 2018, production, operating and transportation expenses from 

discontinued operations increased by 42% to $350,835 compared to $246,980 during the three months ended 

December 31, 2017 primarily due to additional site access expenditures. On a per boe basis, production, 

operating and transportation expenses increased to $38.84 per boe, during the three months ended December 
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31, 2018, from 15.70 per boe during the three months ended December 31, 2017. 

Year ended December 31,  2018 2017 
% 

Change 
2018 

($ / boe) 
2017 

($ / boe) 

Production, operating and transportation  $ 826,096 $ 1,059,864 (22) $ 17.97 $ 13.83 

During the year ended December 31, 2018, production, operating and transportation expenses from 

discontinued operations decreased by 22% to $826,096 compared to $1,059,864 during the twelve months 

ended December 31, 2017 primarily due to a 40% decrease in production volumes. On a per boe basis, 

production, operating and transportation expenses increased by 30% to $17.97 per boe, during the twelve 

months ended December 31, 2018, from $13.83 per boe during the twelve months ended December 31, 2017. 

General & administrative expenses  

Three months ended December 31,  2018 2017 
% 

Change 
2018 

($ / boe) 
2017 

($ / boe) 

General & administrative expenses $ 48,940 $ 91,347 (46) $ 5.42 $ 5.81 

During the three months ended December 31, 2018, general and administrative expenses from discontinued 

operations, decreased by 46% to $48,940 from $91,347 during the three months ended December 31, 2017. 

The decrease is primarily due to the Company incurring less expenditures towards its oil and gas segment as 

the Company completed the disposition of its oil and gas assets and is now a pure-play cannabis company. 

Year ended December 31, 2018 2017 
% 

Change 
2018 

($ / boe) 
2017 

($ / boe) 

General & administrative expenses $ 669,530 $ 159,342 320 $ 14.56 $ 2.08 

During the year ended December 31, 2018, general and administrative expenses from discontinued operations 

increased by 320% to $669,530 from $159,342 during the twelve months ended December 31, 2017. The 

increase is primarily due to a one-time personnel costs, legal fees, and salaries and wages to employees. 

Finance expense  

Year ended December 31,  2018 2017 
% 

Change 
2018 

($ / boe) 
2017 

($ / boe) 

Accretion  56,357  66,145 (15)  1.23  0.86 

During the year ended December 31, 2018, accretion expense from discontinued operations decreased to 

$56,357 from $66,145 during the twelve months ended December 31, 2017.  

 
Depletion and depreciation 

Year ended December 31,  2018 2017 
% 

Change 
2018 

($ / boe) 
2017 

($ / boe) 

Depletion and depreciation $ 366,415 $ 798,297 (54) $ 7.97 $ 10.42 

During the year ended December 31, 2018, depletion and depreciation from discontinued operations was 
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$366,415 compared to $798,297 during the twelve months ended December 31, 2017, due to a 40% decrease 

in production volumes, as well as a result of the Company disposing of its oil and gas assets during the year 

ended December 31, 2018. The average depletion rate during the twelve months ended December 31, 2018 

was 0.80%. 

 
Property plant and equipment (PP&E) – discontinued operations 

Cost  
PP&E 

Assets 

Balance at December 31, 2016 $ 20,575,818 

Additions  739,776 

Disposals  (154,995) 

Change in decommissioning obligations  (237,991) 

Balance at December 31, 2017 $ 20,922,608 

Additions  128,400 

Disposals  (10,438,928) 

Balance at December 31, 2018 $ 10,612,080 

 

Depletion, depreciation and impairment:   

Balance at December 31, 2016 $ (9,329,533) 

Impairment  (117,835) 

Depletion and depreciation  (798,297) 

Balance at December 31, 2017  (10,245,665) 

Depletion and depreciation   (366,415) 

Balance at December 31, 2018 $ (10,612,080) 

 

Net book value   

Balance at December 31, 2017 $ 10,676,943 

Balance at December 31, 2018 $ - 
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Historical quarterly information  

  

2018 

 

2018 

 

2018 

 

2018 

Q4 Q3 Q2 Q1 

Oil and gas revenue $ 173,304 $ 521,250 $ 612,510 $ 578,539 

Comprehensive (loss) income – 
discontinued operations  (1,304,732)  648,030  (3,326,961)  (801,070) 

Comprehensive (loss) income – continued 
operations  (6,193,095)  -  -  - 

Comprehensive (loss) income per share - 
basic – discontinued operations  (0.01)  0.00  (0.02)  (0.01) 

Comprehensive (loss) income per share - 
basic – continued operations  (0.03)  -  -  - 

Capital expenditures   5,501,935  1,829,165  300,366  147,877 

Total assets  17,416,770  18,005,648  16,261,999  16,976,640 

Working capital (1)  4,492,342  2,354,868   3,922,142  5,429,296 

Shareholders’ equity $ 15,262,525 $ 13,105,667 $ 11,889,769 $ 12,133,761 

Shares outstanding   355,463,381  220,522,706  220,522,706  216,722,706 

Production (boe/d)   99  112  135  161 

Oil and NGLs (bbl/d)   69  89  101  107 

Natural gas (mcf/d)   174  135  201  325 

(1) Non IFRS measure 
        

  

2017 

 

2017 

 

2017 

 

2017 

Q4 Q3 Q2 Q1 

Oil and gas revenue $ 616,093 $ 600,368 $ 766,946 $ 925,887 

Comprehensive (loss) income – 
discontinued operations  541,597  2,399  16,691  (14,119) 

Comprehensive (loss) income – continued 
operations  (361,844)  -  -  - 

Comprehensive (loss) income per share – 
basic - discontinued operations  0.00  0.00  0.00  (0.00) 

Comprehensive (loss) income per share - 
basic – continued operations  -  -  -  - 

Capital expenditures  (272,774)  123,752  223,460  272,948 

Total assets  11,011,283  11,125,120  11,350,157  11,532,218 

Working capital (1)  (2,502,798)  (2,938,735)  (2,992,271)  (2,998,325) 

Shareholders’ equity $ 4,172,930 $ 3,993,177 $ 3,990,778 $ 3,974,087 

Shares outstanding   88,950,484  88,950,484  88,950,484  88,950,484 

Production (boe/d)   171  171  228  272 

Oil and NGLs (bbl/d)   101  119  130  159 

Natural gas (mcf/d)   419  309  588  675 
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Eight quarter analysis – discontinued operations 

Daily production and commodity prices 

 

  2018 2018 2018 2018 2017 2017 2017 2017 

Three months ended Dec. 31 Sept. 30 June 30 Mar. 31 Dec. 31 Sept. 30 June 30 Mar. 31 

Daily production           

Oil and NGLs (bbl/d) 69  89 101 107 101 119 130 159 

Natural gas (mcf/d) 174  135 201 325 419 309 588 675 

Oil equivalent (boe/d @ 6:1)  99  112 135 161 171 171 228 272 

Realized commodity prices ($CDN)           

Oil and NGLs (bbl) $23.27 $61.92 $64.30  $53.17  $57.49  $50.20  $51.41  $51.30  

Natural gas (mcf) $1.58 $1.25 $1.31  $2.25  $2.11  $1.72  $2.99  $3.14  

Oil equivalent (boe @ 6:1) $19.19 $50.92 $50.21  $39.87  $39.17  $38.19  $37.01  $37.87  

Oil and natural gas revenue by product 

  2018 2018 2018 2018 2017 2017 2017 2017 

Three months ended Dec 31 Sept 30 June 30 Mar 31 Dec 31 Sept 30 June 30 Mar 31 

Oil and NGL revenue 148,106 505,798 588,527 512,648 534,588 551,617 606,945 735,120 

Natural gas revenue 25,199 15,452 23,983 65,891 81,505 48,751 160,001 190,767 

Total revenue 173,305 521,250 612,510 578,539 616,093 600,368 766,946 925,887 

% Oil and NGLs 85% 97% 96% 89% 87% 92% 79% 79% 

% Natural gas 15% 3% 4%  11% 13% 8% 21% 21% 

 

Operating netback 

  2018 2018 2018 2018 2017 2017 2017 2017 

Three months ended Dec 31 Sept 30 June 30 Mar 31 Dec 31 Sept 30 June 30 Mar 31 

Oil and natural gas sales 173,304 521,250 612,510 578,539 616,093 600,368 766,946 925,887 

Royalties 1,787 (57,642) (49,421) (63,791) (47,107) (65,320) (84,842) (85,391) 

Revenue after royalties 175,091 463,608 563,089 514,748 568,986 535,048 682,104 840,496 

Production, operating & transportation 
expenses 

(350,835) (137,524) (149,670) (188,067) (246,980) (195,007) (273,193) (344,679) 

Operating netback (1) (175,744) 326,084 413,419 326,681 322,006 340,041 408,911 495,817 

(1) Non IFRS measure 
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Operating netback per BOE 

  2018 2018 2018 2018 2017 2017 2017 2017 

Three months ended Dec 31 Sept 30 June 30 Mar 31 Dec 31 Sept 30 June 30 Mar 31 

 ($/boe)           
Revenue 19.19  50.92  50.21 39.87 39.17 38.19 37.01 37.87 

Royalties 0.20  (5.63) (4.05) (4.40) (3.00) (4.15) (4.09) (3.49) 

Production, operating & transportation 
expenses 

(38.84) (13.43) (12.27) (12.96) (15.70) (12.40) (13.18) (14.10) 

Operating netback per boe (1) (19.46) 31.86 33.89 22.51 20.47 21.64 19.73 20.28 

(1) Non IFRS measure 

Working capital – continuing and discontinued operations 

 

(1) Non IFRS measure 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

December 31  2018  2017 

Cash $ 3,821,548 $ - 

Term deposit  100,000  - 

Accounts receivable  2,317,242  323,601 

Prepaid expenses and deposits  407,797  10,739 

Accounts payable and accrued liabilities  (2,154,245)  (2,272,399) 

Working capital (working capital deficiency)(1) $ 4,492,342 $ (2,502,798) 
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IFRS - This MD&A and the financial statements and comparative information have been prepared in accordance with International Financial 

Reporting Standards (“IFRS”). 

NON-IFRS MEASURES - This MD&A provides certain financial measures that do not have a standardized meaning prescribed by IFRS. 

These non-IFRS financial measures may not be comparable to similar measures presented by other issuers. Operating netback, operating 

netback per boe and working capital are not recognized measures under IFRS. Management believes that in addition to comprehensive 

income (loss), operating netback and operating netback per boe are important measures to evaluate its operational performance, as they 

demonstrate field level profitability relative to current commodity prices. Investors are cautioned, however, that these measures should not 

be construed as an alternative to comprehensive income (loss) or cash flow provided by (used in) determined in accordance with IFRS as 

an indication of SugarBud’s performance. SugarBud’s method of calculating these measures may differ from other companies and 

accordingly, they may not be comparable to measures used by other companies.  

Operating Netback, Operating Netback per BOE and Working Capital - Management uses certain industry benchmarks, such as 

operating netback, operating netback per boe, and working capital to analyze financial and operating performance. These metrics are 

useful to investors and research securities analysts in evaluating operating performance. These benchmarks do not have any standardized 

meaning prescribed by IFRS and therefore may not be comparable with the calculation of similar measures for other entities. Operating 

netback equals total petroleum and natural gas sales, including realized gains and losses on commodity derivative contracts, less royalties 

and production and transportation costs. Operating netback per boe equals total petroleum and natural gas sales, including realized gains 

and losses on commodity derivative contracts, less royalties and production and transportation costs calculated on a per boe basis. These 

measures are the same and they represent the Company’s operating netback, which is not a cash flow measure. Management considers 

operating netback and operating netback per boe important measures to evaluate its operational performance, as it demonstrates field 

level profitability relative to current commodity prices. The calculation of the Company’s netbacks can be seen on pages 23 and 24 in the 

section titled “Operating Netback and Operating Netback per BOE”. Management believes that in addition to net income (loss), working 

capital (working capital deficiency) is a useful supplemental measure that demonstrates the Company’s overall debt position and assess 

the Company’s overall leverage position necessary to repay debt or fund future capital investment. SugarBud’s method of calculating this 

measure may differ from other companies and accordingly, may not be comparable to measures used by other companies. Working capital 

(working capital deficiency) is the total of cash plus accounts receivable and prepaids and deposits, less accounts payable and bank debt. 

The calculation of the Company’s working capital can be seen on page 14 under the table titled “Working capital”. 

BOE REFERENCE - Reference is made to barrels of oil equivalent ("BOE" or “boe”). BOE may be misleading, particularly if used in 

isolation. In accordance with National Instrument 51-101 – Standards of Disclosure for Oil and Gas Activities (“NI 51-101”), a BOE 

conversion ratio of six mcf of natural gas to one bbl of oil has been used, which is based on an energy equivalency conversion method 

primarily applicable at the burner tip and does not represent a value equivalency at the wellhead. 

READER ADVISORY REGARDING FORWARD LOOKING INFORMATION – Certain statements contained within this MD&A constitute 

forward-looking statements within the meaning of applicable Canadian securities legislation. All statements other than statements of 

historical fact may be forward-looking statements. Forward-looking statements are often, but not always, identified by the use of words 

such as "may", "will", "should", "could", "anticipate", "believe", "expect", "intend", "plan", “potential", “continue" , “budget, “outlook”, “forecast” 

and similar expressions. The Company believes that the expectations reflected in such forward-looking statements are reasonable but no 

assurance can be given that such expectations will prove to be correct and such forward-looking statements should not be unduly relied 

upon. 

Without limitation, this MD&A contains forward-looking statements pertaining to: 

• the intentions of management and the Company; 

• expectations as to future operations of the Company, including the completion, development and use of the Stavely Facility; 

• the Company’s future applications for and granting of development permits and retail licenses and the timing thereof; 

• expectations as to future cannabis production and sales by the Company; 

• expectations as to the size and value of the medical cannabis and recreational cannabis markets in Canada; 
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• the Company’s anticipated financial performance; 

• the Company’s future development and growth prospects; 

• the number and location of licensed retail stores the Company intends to open in Canada and the timing thereof; 

• the Company’s expected operating costs, general and administrative costs, costs of services and other costs and expenses; 

• the Company’s ability to meet current and future obligations; 

• the Company’s ability to obtain retail leases, equipment, services and supplies in a timely manner;  

• the Company’s ability to obtain financing on acceptable terms or at all, including pursuant to the proposed Credit Facility, 

the proposed revolving working capital credit facility with a Canadian financial institution, the Agreement with Alumina and 

equipment financing; 

• total shareholder return; and 

• future acquisitions. 

Forward-looking statements and other information contained herein concerning the cannabis industry and the Company's general 

expectations concerning this industry are based on estimates prepared by management using data from publicly available industry sources 

as well as from market research and industry analysis and on assumptions based on data and knowledge of these industries which the 

Company believes to be reasonable. However, this data is inherently imprecise, although generally indicative of relative market positions, 

market shares and performance characteristics. While the Company is not aware of any misstatements regarding any industry data 

presented herein, the industry involves risks and uncertainties and is subject to change based on various factors. With respect to the 

forward-looking statements contained in this MD&A, SugarBud has made assumptions regarding, among other things: 

• the impact of increasing competition; 

• availability of skilled labour, services and equipment; 

• timing and amount of capital expenditures; 

• the legislative and regulatory environments of the jurisdictions where the Company will carry on business, has operations 

or plans to have operations and the continuation of the current tax and regulatory regime; 

• the ability of the Company to become a licensed producer and receive necessary approvals for the cultivation and sale of 

cannabis; 

• the ability of the Company to obtain retail licenses and necessary approvals for the sale of cannabis at its retail premises; 

• availability of cannabis products from licensed producers and the distribution thereof by governmental entities; 

• the ability of the Company to enter into contracts with target companies; 

• the ability of the Company to obtain qualified staff and services in a timely and cost-efficient manner; 

• conditions in general economic and financial markets; and 

• the Company’s ability to obtain additional financing on satisfactory terms. 

Since forward-looking statements and information address future events and conditions, by their very nature they involve inherent risks and 

uncertainties. Actual results may differ materially from those currently anticipated or implied by such forward-looking statements due to a 

number of factors and risks. These include: 

• the material uncertainties and risks described under the headings “Non-IFRS Measures”, “BOE References”,  

“Disclosure controls and procedures”, “Internal control over financial reporting”, “Critical Accounting Estimates” 

and “Risk Factors”;  
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• the material assumptions and observations described under the headings “Cannabis segment”, “Cannabis financial and 

operating results – continuing operations”, “General & administrative expenses”, “Stock based compensation”, “Working 

capital , Property plant and equipment (PP&E)”, “Capital expenditures – cannabis and oil and gas”, “Commitments and 

contingencies – cannabis”, “Oil & gas financial and operating results”, “Oil and natural gas revenues”, “Royalties”, 

“Production, operating and transportation expenses”, “Finance expense”, “Depletion and depreciation” and “Property plant 

and equipment (PP&E) – discontinued operations”;  

• failure to realize the anticipated benefits of acquisitions, investments and dispositions, including the acquisition of Grunewahl 

and the equity investment in Inner Spirit; 

• success of the operations of the Company; 

• the ability of management to execute its business plan, including its cannabis-focused investment strategy; 

• legislative and regulatory environments of the jurisdictions where the Company will carry on business or have operations; 

• the affect consumer perception of the medical-use and adult-use of cannabis will have on the market price of cannabis-

related products; 

• impact of competition and the competitive response to the Company’s business strategy; 

• the risks of the cannabis industry, such as regulatory risks and increasing competition; 

• actions taken by governmental authorities, including increases in taxes and changes in government regulations and 

incentive programs; 

• risks inherent in marketing operations, including credit risk; 

• potential delays or changes in plans with respect to exploration or development projects or capital expenditures; 

• timing and amount of capital and other expenditures; and 

• conditions in financial markets and the economy generally. 

Readers are cautioned that the foregoing list of risk factors is not exhaustive. The risk factors above should be considered in the context 

of current economic conditions, the attitude of lenders and investors towards corporations in the cannabis industry, potential changes to 

royalty and taxation regimes and to environmental and other government regulations, the condition of financial markets generally, as well 

as the stability of joint venture and other business partners, all of which are outside the control of the Company. Also to be considered are 

increased levels of political uncertainty and possible changes to existing international trading agreements and relationships. Additional 

information on these and other factors that could affect the business, operations or financial results of SugarBud are included in reports on 

file with applicable securities regulatory authorities, including, but not limited to, SugarBud’s annual information form for the year ended 

December 31, 2017, which may be accessed on SugarBud’s SEDAR profile at www.sedar.com or on the Company's website at 

www.sugarbud.ca.  

The forward-looking statements contained in this MD&A are made as of the date hereof and SugarBud undertakes no obligation to update 

publicly or revise any forward-looking statements or information, whether as a result of new information, future events or otherwise, unless 

so required by applicable securities laws. The forward-looking statements contained herein are expressly qualified by this cautionary 

statement. 

Disclosure controls and procedures - Disclosure controls and procedures have been designed to ensure that information to be disclosed 

by SugarBud is accumulated and communicated to management, as appropriate, to allow timely decisions regarding required disclosures. 

The Chief Executive Officer and Chief Financial Officer have designed, or caused to be designed under their supervision, disclosure controls 

and procedures, as defined by National Instrument 52-109 – Certification of Disclosure in Issuer’s Annual and Interim Filings (“NI 51-109”), 

to provide reasonable assurance that (i) material information relating to the Company is made known to the Company’s Chief Executive 

Officer and Chief Financial Officer by others, particularly during the period in which the annual and interim filings are prepared; and (ii) 
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information required to be disclosed by the Company in its annual filings, interim filings or other reports filed or submitted by it under 

securities legislation is recorded, processed, summarized and reported within the time period specified in securities legislation. All control 

systems by their nature have inherent limitations and, therefore, the Company’s disclosure controls and procedures are believed to provide 

reasonable, but not absolute, assurance that the objectives of the control system are met.  

Internal control over financial reporting - The Company’s Chief Executive Officer and Chief Financial Officer have designed, or caused 

to be designed under their supervision, internal controls over financial reporting, as defined by NI 51-109. Internal controls over financial 

reporting is a process designed to provide reasonable assurance that all assets are safeguarded, transactions are appropriately authorized 

and to facilitate the preparation of relevant, reliable and timely information. A control system, no matter how well conceived or operated, 

can provide only reasonable, not absolute, assurance that the objective of the control system is met. There were no changes made to 

SugarBud’s internal controls over financial reporting during the period beginning on January 1, 2018, and ending on June 30, 2018, that 

have materially affected, or are reasonably likely to materially affect, the Company’s internal controls over financial reporting.  

CRITICAL ACCOUNTING ESTIMATES 

The financial statements have been prepared in accordance with IFRS. A summary of the significant accounting policies are presented in 

note 4 of the Notes to the Financial Statements. Certain Accounting policies are critical to understanding the financial condition and results 

of operations of SugarBud.  

a) Proved and probable oil and natural gas reserves - Oil and natural gas reserves, as defined by the Canadian Securities Administrators 

in NI 51-101 with reference to the Canadian Oil and Gas Evaluation Handbook, are those reserves that can be estimated with a high 

degree of certainty to be recoverable. It is likely that the actual remaining quantities recovered will exceed the estimated proved 

reserves. An independent reserve evaluator using all available geological and reservoir data, as well as historical production data, has 

prepared the Company’s oil and natural gas reserve estimates. Estimates are reviewed and revised as appropriate. Revisions occur 

as a result of changes in prices, costs, fiscal regimes, reservoir performance or a change in the Company’s development plans. These 

reserve estimates can have a significant impact on net income, as it is a key component in the calculation of depletion, depreciation 

and amortization, and also for the determination of potential asset impairments. 

b) Depreciation and depletion - property, plant and equipment is measured at cost less accumulated depreciation and depletion. 

SugarBud’s oil and natural gas properties are depleted using the unit-of-production method over proved and probable reserves for each 

cash-generating unit (“CGU”). The unit-of-production method takes into account capital expenditures incurred to date along with future 

development capital required to develop both proved and probable reserves. 

c) Impairment - SugarBud assesses its property, plant and equipment for impairment when events or circumstances indicate that the 

carrying value of its assets may not be recoverable. If any indication of impairment exists, SugarBud performs an impairment test on 

the CGU which is the lowest level at which there are identifiable cash flows. The determination of fair value at the CGU level again 

requires the use of judgements and estimates that include quantities of reserves and future production, future commodity pricing, 

development costs, operating costs and royalty obligations. Any changes in these items may have an impact on the fair value of the 

assets.  

d) Decommissioning liabilities - SugarBud estimates its decommissioning liabilities based upon existing laws, contracts or other policies. 

The estimated present value of the Company’s decommissioning obligations are recognized as a liability in the three and nine months 

in which they occur. The provision is calculated by discounting the expected future cash flows to settle the obligations at the risk-free 

interest rate. The liability is adjusted each reporting three and nine months to reflect the passage of time, with accretion charged to net 

income, any other changes whether it be changes in interest rates or changes in estimated future cash flows are capitalized to property, 

plant and equipment.  

e) Income taxes - The determination of SugarBud’s income and other tax liabilities requires interpretation of complex laws and regulations 

often involving multiple jurisdictions. All tax filings are subject to audit and potential reassessment after the lapse of considerable time. 

Accordingly, the actual income tax liability may differ significantly from that estimated and recorded.  
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RISK FACTORS   

Business Risks - The Company’s current operations consist of an emerging medical and adult-use cannabis business focused on 

cultivation and retail. There are a number of inherent risks associated with cannabis cultivation and sales.  Many of these risks are beyond 

the control of the Company. 

The medical and recreational marijuana industry in Canada is in its early development stage and restrictions on sales and marketing  

activities imposed by Health Canada, AGLC, various medical associations, other governmental or quasi-governmental bodies or voluntary 

industry associations may adversely affect the Company’s ability to conduct sales and marketing activities and could have a material 

adverse effect on the Company’s business, operating results or financial condition.  

The Company’s cannabis operations and investments may not be able to obtain or maintain the necessary cultivation, sales and retail 

licenses, permits, authorizations or accreditations, or may only be able to do so at great cost, to operate their respective businesses. In 

addition, the Company’s operations and investments may not be able to comply fully with the wide variety of laws and regulations applicable 

to the cannabis industry. Failure to comply with or to obtain the necessary licenses, permits, authorizations or accreditations could result 

in restrictions on the Company’s or an investment’s ability to operate in the cannabis industry, which could have a material adverse effect 

on the Company’s business. 

The Company’s current activities and resources are principally in the Stavely Facility and are expected to continue to be focused on this 

facility for the foreseeable future. Adverse changes or developments affecting this facility could have a material and adverse effect on the 

Company’s ability, if and when it acquires a Cultivation License and Sales License from Health Canada, to produce cannabis, its business, 

financial condition and prospects. The Company’s business will involve the growing of cannabis, an agricultural product. As such, the 

business is subject to the risks inherent in the agricultural business, such as insects, plant diseases and similar agricultural risks. Although 

the Company proposes to grow its proposed products indoors under climate-controlled conditions, there can be no assurance that natural 

elements will not have a material adverse effect on the volume, quality and consistency of its products. 

The Company’s proposed retail cannabis business will be dependent on the supply of cannabis products from licensed producers. The 

growing operations of licensed producers, including the Company upon receipt of licenses from Health Canada, will be dependent on a 

number of key inputs and their related costs, including raw materials and supplies. Any significant interruption or negative change in the 

availability or economics of the supply chain for key inputs could materially impact licensed producers, and in turn, the Company’s financial 

condition and operating results. Any inability of licensed producers to secure required supplies and services or to do so on appropriate 

terms could have a materially adverse impact on the Company’s business, financial condition and operating results. 

Management of the Company believes the cannabis industry is highly dependent upon consumer perception regarding the safety, efficacy 

and quality of cannabis sold. Consumer perception of cannabis products may be significantly influenced by scientific research or findings, 

regulatory investigations, litigation, media attention and other publicity regarding the consumption of cannabis products. There can be no 

assurance that future scientific research, findings, regulatory proceedings, litigation, media attention or other research findings or publicity 

will be favorable to the recreational cannabis industry or consistent with earlier publicity. Future research reports, findings, regulatory 

proceedings, litigation, media attention or other publicity that are perceived as less favourable than, or that question, earlier research 

reports, findings or publicity could have a material adverse effect on the demand for cannabis products and the business, results of 

operations, financial condition and cash flows of the Company. The Company’s dependence upon consumer perceptions means that 

adverse scientific research reports, findings, regulatory proceedings, litigation, media attention or other publicity, whether or not accurate 

or with merit, could have a material adverse effect on the business, results of operations, financial condition and cash flows of the Company. 

Further, adverse publicity reports or other media attention regarding the safety, efficacy and quality of cannabis products or associating the 

consumption of cannabis with illness or other negative effects or events, could have such a material adverse effect. Such adverse publicity 

reports or other media attention could arise even if the adverse effects associated with such products resulted from consumers' failure to 

consume such products appropriately or as directed. 

Further, the parties with which the Company conducts business may perceive that they are exposed to reputational risk as a result of the 

Company’s cannabis business activities. Affected relationships could include, without limitation, those with real estate personnel, marketers 

and bankers. For example, the Company may in the future have difficulty establishing or maintaining bank accounts or other business 
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relationships with firms choosing to not invest in the cannabis industry. Failure to establish or maintain business relationships could have 

a material adverse effect on the Company. 

The Company’s participation in the cannabis industry may lead to litigation, formal or informal complaints, enforcement actions, and 

inquiries by various federal, provincial, or local governmental authorities against the Company or its activities. Litigation, complaints, and 

enforcement actions involving either the Company or its activities could consume considerable amounts of financial and other corporate 

resources, which could have an adverse effect on the Company’s future cash flows, earnings, results of operations and financial condition.= 

Regulatory Risks - Regulatory risks include the possibility of changes to royalty, tax, environmental and safety legislation. SugarBud  

endeavors to anticipate the costs related to compliance and budget sensibly for them. Changes to environmental and safety legislation 

may also cause delays to SugarBud’s drilling plans, its production efficiencies and may adversely affect its future earnings. Restrictive new 

legislation is a risk the Company cannot control. 

Proposed operations and investments in the cannabis industry will be subject to a variety of laws, regulations and guidelines relating to the 

manufacture, management, transportation, storage, sale, health, safety and disposal of cannabis, including the Federal Cannabis Act, the 

Federal Regulations, the Alberta Cannabis Act and the Alberta Regulations. Participants in the cannabis industry are also subject to laws 

and regulations relating to health and safety (including those for consumable products), the conduct of operations and the protection of the 

environment. These laws and regulations are broad in scope, subject to evolving interpretations and may change in ways currently 

unforeseen by the Company. If any changes to such laws, regulations and guidelines occur, which are matters beyond the control of the 

Company, SugarBud’s future operations and investments in the industry may incur significant costs in complying with such changes or it 

may be unable to comply therewith, which in turn may result in a material adverse effect on the Company’s business, financial condition 

and results of operation. In addition, violations of these laws, or allegations of such violations, could disrupt certain aspects of the Company’s 

cannabis-focused growth strategy and result in a material adverse effect on certain aspects of its planned operations. 

The Federal Cannabis Act and the Federal Regulations prohibit testimonials, lifestyle branding and packaging that is appealing to youth. 

The restrictions on advertising, marketing and the use of logos and brand names could have a material adverse impact on the Company’s 

proposed business, financial condition and results of operation.  

The legislative framework pertaining to the Canadian recreational cannabis market and the impact thereof remains uncertain. The 

governments of every Canadian province and territory have, to varying degrees, announced proposed regulatory regimes for the distribution 

and sale of cannabis for recreational use within those jurisdictions. There is no guarantee that provincial legislation regulating the distribution 

and sale of cannabis for recreational use will be enacted according to all the terms announced by such provinces and territories, or at all, 

or that any such legislation, if enacted, will create the growth opportunities that the Company currently anticipates. Any of the foregoing 

could result in a material adverse effect on the Company’s business, financial condition and results of operations. 

Competition Risks - The Company faces intense competition from other companies, some of which have more financial resources and 

manufacturing and marketing experience than the Company. Increased competition by larger and better financed competitors could 

materially and adversely affect the business, financial condition and results of operations of the Company. To date, the Canadian 

government has only issued a limited number of licenses under the ACMPR and Federal Regulations to produce and sell cannabis and the 

Alberta government has only issued a limited number of retail licenses. According to Health Canada, there were [173] licensed producers 

as at April 25, 2019 and, according to AGLC, there were 75 retail licenses granted as at April 25, 2019. The number of licenses granted 

could have an impact on the business, financial condition and operating results of the Company. Because of the early stage of the industry 

in which the Company operates, the Company expects to face additional competition from new entrants. The Company also faces 

competition from illegal cannabis dispensaries that are selling cannabis to individuals despite not having a valid licence. Many illegal 

dispensaries are still in operation, providing the Company with additional competition. To remain competitive, the Company will require a 

continued high level of investment in research and development, marketing, sales and client support. The Company may not have sufficient 

resources to maintain research and development, marketing, sales and client support efforts on a competitive basis which could materially 

and adversely affect the business, financial condition and operating results of the Company. 

NOTE: In this report all currency values are in Canadian dollars (unless otherwise noted). Figures, ratios and percentages in this MD&A 

may not add due to rounding. 
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