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MANAGEMENT’S DISCUSSION & ANALYSIS FOR THE 
THREE MONTHS ENDED MARCH 31, 2020 AND 
2019 
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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 June 9, 2020. The MD&A should be read 

in conjunction with the unaudited consolidated financial statements for the three months ended March 31, 2020 dated June 9, 2020, 

together with the notes thereto (“Financial Statements”). Sugarbud’s Board of Directors reviewed and approved Financial Statements 

and MD&A on June 5, 2020.   

Additional information about Sugarbud, including the Company’s annual information form for the year ended December 31, 2019 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 11 to 

16 for important information related to Non-IFRS measures and forward-looking information.  

Going concern assumption 

The condensed consolidated interim financial statements for the three months ended March 31, 2020 and 2019 have been prepared 

on the going concern basis, which assumes that the Company will continue to operate and will be able to realize its assets and discharge 

its liabilities in the normal course of business for the foreseeable future. 

As at March 31, 2020, the Company had cash available of $2,093 and a working capital deficit of $3,582,215. For the period then 

ended, the Company recorded a comprehensive loss of $1,846,385 and negative cash flows from operations of $1,250,413. The 

matters and conditions noted indicate the existence of material uncertainty that may cast significant doubt about the Company being 

able to continue as a going concern as at March 31, 2020. 

The ability to continue as a going concern is dependent on obtaining continued financial support, either through equity or debt 

financings, and executing the Company’s expansion plans that will enable the Company to have positive operating cashflow by Q4 

2020.  

Subsequent to March 31, 2020, the Company successfully completed the First Calgary Credit Facility (as defined below) for proceeds 

of $5 million.  

In addition, the Company has launched a public offering of a convertible debenture to raise up to $4 million ($4.6 million if the over-

subscription option is exercised). 

Management has applied significant judgment in preparing forecasts supporting the going concern assumption. Specifically, 

management has made assumptions regarding projected sales volumes and pricing, the availability of additional financing, and the 

timing and extent of capital and operating expenditures.   

The condensed consolidated interim financial statements for the three months ended March 31, 2020 and 2019 do not reflect 

adjustments that would be necessary if the going concern basis was not appropriate. As such, adjustments would then be necessary 

to the carrying amounts of the Company’s assets, liabilities, revenues, expenses, and financial position. Such adjustments, if required, 

could be material.  

Operating and Financial Update 

Receipt of Cultivation, Processing and Medical Sales Licenses from Health Canada 

On August 30, 2019, the Company received standard cultivation, standard processing and medical sales licenses (the “Licenses”) from 

Health Canada in respect of two cultivation rooms and related propagation, production, processing and administrative areas 

(collectively, “Phase 1a”) of the Company’s cultivation facility in Stavely, Alberta, (the “Stavely Facility”). The Licenses issued permit 

the Company to grow and process cannabis and sell harvests via the supply agreements described below with Adastra Labs Holding 

Ltd. (“Adastra”) and Heritage Cannabis Holdings Corp. (CSE: CANN) ("Heritage") or to other Licenced Producers (“B2B sales”).   
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Operating and Financial Update (continued) 

On February 28, 2020 the Company submitted an application to obtain an amendment to its processing license to permit the sale of 

dried cannabis products to authorized  inter-provincial wholesalers, distributors and retailers. The Company anticipates that the 

amendment approval from Health Canada will be granted in the second half of  2020. 

Non-dilutive Lease Financing 

On November 15, 2019, Sugarbud executed an agreement in respect of non-dilutive equipment financing arrangements with Grand 

HVAC Leasing (the “Capital Equipment Financing”). Pursuant to the Capital Equipment Financing, Sugarbud has the opportunity to 

utilize equipment financing to advance the final build-out and full scale-up of two existing cultivation rooms.  Under the terms of the 

agreement, Grand HVAC has provided Sugarbud with $0.4 million in immediate vendor lease back funds for capital equipment already 

deployed at the Stavely Facility.  The agreement has a six-year term and includes the option to buyout the equipment. The Capital 

Equipment Financing allows the Company to better utilize the collateral value associated with its Stavely Facility. 

The Company is pursuing similar financing terms for the acquisition of additional HVAC, lighting and racking equipment associated 

with the scale-up of the two licensed cultivation rooms within Phase 1a and two new cultivation rooms within Phase 1b.  

First Calgary Financing and Debenture Unit Offering 

First Calgary Credit Facility 

On May 28, 2020, Sugarbud closed the previously announced $5.0 million senior secured credit facility (“First Calgary Credit Facility”) 

with Connect First Credit Union Ltd (“First Calgary”). The full amount of the new debt facility is now available and was partially used 

to repay in full the $2.04 million outstanding under the previous credit facility with Pillar Capital Corp (the “Pillar Credit Facility”).  The 

balance will be used for ongoing working capital purposes.   

Debenture Unit Offering 

On April 28, 2020, the Company commenced a commercially reasonable "best efforts" marketed public offering of debenture units 

(each, a "Debenture Unit") at a price of $1,000 per Debenture Unit for gross proceeds of up to a maximum of $4.0 million ($4.6 million 

if the oversubscription option is exercised in full). Each Debenture Unit will consist of: (i) one 12.0% secured convertible debenture 

(each, a "Convertible Debenture"); and (ii) 20,000 Common Share purchase warrants (“2020 Debenture Warrants”). Each 2020 

Debenture Warrant will entitle the holder to purchase one Common Share at an exercise price of $0.05, at any time up to 36 months 

following the date of issuance. The proceeds will provide Sugarbud with a source of funding for working capital requirements and the 

expansion of Phase 1a. The closing of the offering is currently expected to be on or about the week of June 8, 2020 and is subject to 

certain conditions including, but not limited to, the execution of an agency agreement and the receipt of all necessary regulatory 

approvals including the approval of the TSX Venture Exchange (the "TSXV").   

Stavely Facility Expansion 

As noted above, Phase 1a is fully licenced with two cultivation rooms.  Each cultivation room is comprised of up to 4 layers of stacked 

vertical cultivation space and is  capable of producing approximately 1,653,760 – 1,945,600 grams of premium cured craft cannabis 

flower per year, based on the following assumptions: a maximum of 4 layers per room; 1024 plants per layer; 85 - 100 gram yield per 

plant; and 4.75 harvests per year.  

On March 2, 2020 the Company successfully completed its first harvest.  The initial harvest was at a small scale with subsequent scale-

up to occur throughout 2020 as additional equipment is installed and optimized.  

Phases 1b and  1c will both be comprised of two additional grow rooms each with four stacked vertical layers of hydroponic growing 

racks similar to the rooms noted in Phase 1a.  Phase 1b will also include the scale up of one additional packaging and processing room.  

The total budget for the build-out and equipping each cultivation room is $1.5 million; which is primarily associated with HVAC, lighting 

and growing racks. At full scale, Phases 1a, 1b and 1c (collectively “Full Phase 1”) will consist of six multi-layer grow rooms and 

associated drying/curing, propagation, processing, production, and administrative areas.  
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Stavely Facility Expansion (continued) 

At full capacity, Full Phase 1 will be capable of producing between 9,922,560 – 11,673,600 grams per year, based on the production 

assumptions described above.  Timing of the development of Phases 1b and 1c is dependent on available capital; which may come in 

the form of working capital, future debt facilities or lease financing arrangements similar to those utilized in the development of Phase 

1a. 

Sugarbud is focused on increasing its operations at a scale focused on efficiently and effectively producing exceptional high-quality, 

high-potency and terpene-rich craft cannabis.  The Company  is well-positioned to drive sustainable operating profit and positive 

cashflow from early 2021.  With a total flowering canopy of approximately 24,576 sq. ft, the Company has an  estimated total design 

capacity of between 333 and 392 g/sq ft per year.   

The total Stavely Facility buildout budget is $22.5 million – encompassing four stacked vertical layers (or 4,096 sq. ft) of flowering 

canopy across each of the six licenced grow rooms. Of this amount, approximately $11 million remains to be deployed to complete 

Full Phase 1. The Company plans to fund the development of Full Phase 1 through positive cashflow from operations supplemented 

by the Convertible Debenture, leasing agreements and  access to the First Calgary Credit Facility.  As each room within the Stavely 

Facility can be developed individually, the Company will phase construction to meet the available sources of capital at that time.   

Strategic Supply Agreements with Heritage Cannabis and Adastra Labs 

Sugarbud has entered into two strategic supply agreements which will provide the Company with secured sales for its products 

commencing in 2020.  The arrangement with Heritage enables Sugarbud to supply Heritage with 100,000 grams of dried cannabis per 

month for a total of 1.2 million grams during the term. The contract also provides for extraction and formulation services in 

development of pre-filled vape cartridges, utilizing proprietary additive-free formulations created by Sugarbud, all subject to 

customary licensing and regulatory approvals.  

Sugarbud is confident that its partnership with Heritage will equip Sugarbud to deliver high quality products with safety and integrity 

as it prepares to introduce its proprietary premium vape pen formulations to the Canadian adult-use recreational and medical cannabis 

markets. 

Sugarbud also entered into an agreement with Adastra to supply dried flower and trim for use in extraction.  Under the terms of the 

agreement, Sugarbud may supply Adastra with a minimum of 900,000 grams of premium dried cannabis flower and trim, subject to 

licensing and regulatory approvals.  

Sugarbud Entered into Toll Processing Agreement with Adastra 

Sugarbud has also entered into a toll processing agreement with Adastra. Under the terms of the agreement, Adastra may supply 

Sugarbud with standard processing services for a minimum of 1,200,000 grams of premium dried cannabis flower and trim over a 

period of 12 months beginning June 1, 2020, subject to licensing and regulatory approvals. 

Sugarbud Entered Into Strategic Retail Supply Agreements 

On April 6, 2020, the Company entered into a wholesale distribution and supply agreement with National Cannabis Distribution 

(“NCD”) whereby NCD will exclusively distribute the Company’s cannabis products in the province of Saskatchewan for an initial two-

year period. 

On April 14, 2020, Sugarbud entered into a brand licence and product purchase agreement with Agro-Greens Natural Products Ltd 

(“Agro-Greens”) whereby Agro-Greens is authorized under license to sell and distribute the Company’s craft cannabis dried flower 

products to authorized  inter-provincial wholesalers, distributors and retailers. 

On April 15, 2020, the Company entered into a contract manufacturing and distribution agreement with Agro-Greens whereby Agro-

Greens may process, package and distribute Sugarbud’s craft cannabis pre-roll products under license to authorized  inter-provincial 

wholesalers, distributors and retailers. 
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Purchase Orders for Dried Flower and Pre-roll Products 

On May 27, 2020, with its partner Agro-Greens, the Company received the first purchase orders for it’s Craft Cannabis Collection of 

products from NCD for sale in the Province of Saskatchewan. 

The first products to be launched in the Craft Cannabis Collection will be Sugarbud OG Kush 3.5g Dried Flower and Sugarbud Cheese 

0.5g Pre-Rolls. The Company expects to begin shipping these products to NCD on June 23rd, 2020 and they will be available for purchase 

from authorized Saskatchewan retailers by early July 2020.  

New Management and Directors 

On February 11, 2020, Sugarbud appointed Mr. Chris Moulson as Vice President of Finance and Chief Financial Officer of the Company. 

Mr. Brad Giblin made a personal decision to step down from his positions as Sugarbud's V.P. of Finance and Chief Financial Officer to 

return to the energy sector. 

Mr. Moulson’s authority is limited until such time as he receives security clearance from Health Canada. 

Retail Assets Divestiture  

During the three months ended March 31, 2020, the Company completed the sale of all of its retail cannabis assets with two 

independent arm’s length purchasers in two separate transactions for gross proceeds of $220,000 and $100,000 of common shares in 

one of the purchasers. The total net proceeds received from the purchasers were $253,399 after considering for costs of disposal. 

During the three months ended March 31, 2020, the Company reported a loss on disposal of $15,094, which is on the condensed 

consolidated interim statements of loss and comprehensive loss.  

  Amount 

Net proceeds from disposition of retail assets $ 153,399 

Common shares received as consideration  100,000 

Total consideration received $ 253,399 

   

Assets held for sale   

Disposal of retail assets held for sale $ 866,514 

   

Liabilities held for sale   

Disposal of retail liabilities held for sale $ 598,021 

   

Disposal of net assets held for sale $ 268,493 

   

Loss on disposition of retail assets $ (15,094) 

During 2019, the Company commenced the process of disposing of its retail assets. In accordance with IFRS 5 – Non-current Assets 

Held for Sale and Discontinued Operations, the retail assets held for sale were assessed for impairment based on fair value less costs 

of disposal. The fair value was measured using the price at which the Company expected to receive for the disposal group less 

estimates for the costs of disposal. The fair value less costs of disposal was lower than the carrying value of the disposal group resulting 

in recognition of a loss of $118,411 in 2019. 
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Liquidity and Capital Resources 

Working capital 

As at March 31, 2020, the Company had a working capital deficiency of $3,582,215 compared to working capital deficiency of 

$2,060,164 as at December 31, 2019. Funds expended during the quarter primarily relate to the Company’s first commercial harvest 

which was successfully completed on March 2, 2020. 

As at March 31, 2020, the Company had drawn down on its Pillar Credit Facility in the amount of $2,000,000. 

Subsequent to March 31, 2020, the Company commenced a commercially reasonable "best efforts" marketed public offering (the 

"Offering") of secured convertible debenture units (each, a "Debenture Unit") at a price of $1,000 per Debenture Unit for gross 

proceeds of up to a maximum of $4.0 million ($4.6 million in the event the over-subscription option is exercised). 

On May 28, 2020, Sugarbud closed the previously announced $5.0 million senior secured credit facility with Connect First Credit Union 

Ltd (“First Calgary”). The full amount of the new debt facility is now available and was partially used to repay in full the $2.04 million 

outstanding under the Pillar Credit Facility. The balance will be used for ongoing working capital purposes.   

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 published in the Canada 

Gazette, Part II, on July 11, 2018. The Federal Cannabis Act and its regulations (the “Federal 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.  

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. Retail-distribution models vary nationwide from one province and territory to another. All Canadian provinces and 

territories have implemented mechanisms for the distribution and sale of cannabis for adult-use purposes within their jurisdictions. 

Effective May 12, 2020, Health Canada implemented a significant change to previous regulations and requirements for changes to 
site plan approval. Licence holders are no longer required to submit an amendment for review and approval by Health Canada for 
the following site plan changes:  

·         Adding a new operations area within an approved building that already appears on the licence holder’s  licence; and 

·         Changing an operations area within an approved building that already appears on the licence. 

Given that the Stavely Facility as constructed meets the new requirements, these changes are material to Sugarbud - and provide the 

Company with a much clearer pathway to future expansion by removing any potential future delays previously associated with the 

submission, review and approval process of site change requests. 

Cannabis 2.0 

Canadian legalization of additional cannabis derivative product categories occurred in October 2019, and distribution commenced 

between late 2019 and early 2020.  

The Company is evaluating the impact of these regulatory changes on the business. Further, Health Canada may change their 

administration, interpretation or application of the applicable regulations or their compliance or enforcement procedures at any time. 

Any such changes could require the Company to revise its ongoing compliance procedures. 
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Genetics 

Sugarbud was able to complete a one-time declaration when it received the Licenses regarding the scope and composition of its 

starting materials. Sugarbud has built 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. 

On December 5, 2019, Sugarbud entered into a strategic plant genotyping and tissue culture agreement with Segra Biogenesis Corp., 

a wholly owned subsidiary of Segra International Corp. ("Segra"). 

Under the terms of the agreement, which include royalties tied to production success, Segra is providing Sugarbud with exclusive and 

proprietary cannabis cultivars as well as tissue culture technology and services for the preservation, regeneration, and production of 

key cultivars already held by Sugarbud.  Plant tissue culture, also known as plant micropropagation, is an advanced scientific technique 

utilized in many commercial agricultural applications to mass-produce plants with desirable traits. Using micropropagation, large 

volumes of sterile, healthy, disease-free, and genetically identical plantlets can be rapidly produced. Plant tissue culture eliminates 

systemic diseases in starting materials that can negatively impact yields and chemotype expression, while at the same time 

dramatically reducing the space required to maintain viable stock plants and produce healthy and uniform plants year-round. 

Cannabis financial and operating results – continuing operations 

 

During the three months ended March 31, 2020, cash used in operating activities from continuing operations was $1,250,413. 

Expenditures incurred primarily relate to the Company’s first commercial harvest which was successfully completed on March 2, 2020. 

These expenditures include general and administrative expenses primarily due to salaries and wages to employees, professional fees, 

and other start-up costs. During the three months ended March 31, 2019, cash used in operating activities from continuing operations 

was $147,534.  

During the three months ended March 31, 2020, comprehensive loss from continuing operations was $1,846,385, primarily due to 

general and administrative expenses. During the three months ended March 31, 2019, comprehensive loss from continuing operations 

was $284,201. 

As of March 31, 2020, the Company had a total of 393,768,532 Common Shares, 34,356,667 stock options and 175,854,508 Warrants 

outstanding.  

  

Three months ended March 31   2020  2019 

Cash used in operating activities $ (1,250,413) $ (147,534) 

Per share - basic and diluted  (0.00)  (0.00) 

Comprehensive loss   (1,846,385)  (284,201) 

Per share - basic and diluted  (0.00)  (0.00) 

Capital expenditures $ 54,641 $ 2,551,313 

     

As at March 31     

     

Total assets – continued and discontinued operations $ 14,731,402 $ 16,964,161 

(Working capital deficiency) working capital – continued and discontinued 
operations 

 (3,582,215)  1,702,409 

Investment  $ 73,532 $ 1,077,406 

Shares outstanding - end of period  393,768,532  355,532,381 
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Investment 

 
 

March 31, 2020 
 

December 31, 2019 
Balance, beginning of period $16,714 $937,599 
Additions  100,000 - 
Unrealized loss on investments (26,468) (81,725) 
Realized (loss) gain on investments (16,714) 465,027 
Proceeds from disposition - (1,304,187) 

Balance, end of period $73,532 $16,714 

During the three months ended March 31, 2020, the Company received 612,764 common shares in High Tide Inc. (“High Tide”) at a 

value of $100,000 in connection with the retail assets divestiture. The 612,764 common shares were revalued at March 31, 2020 based 

on High Tide’s closing market share price of $0.12.  

During the year ended December 31, 2019, the Company sold 6,216,000 Inner Spirit common shares for proceeds of $1,304,187. As 

at December 31, 2019, the Company held 3,750,000 common share purchase warrants of Inner Spirit valued at $16,714 using the 

black scholes option pricing model. During the three months ended March 31, 2020, the Company cancelled the warrants associated 

with the Inner Spirit investment. 

General and administrative expenses  
 

Three months ended March 31,  2020 2019 

General and administrative expenses $ 1,263,447 $ 1,031,865 

During the three months ended March 31, 2020, general and administrative expenses from continuing operations were $1,263,447. 

This is primarily due to salaries, wages and benefits to employees of approximately $421,000, consulting expenditures of 

approximately $84,000, professional fees of approximately $200,000, office lease expenditures of approximately $33,000 and other 

start-up costs. During the three months ended March 31, 2019, general and administrative expenses from continuing operations was 

$1,031,865. The increase is primarily related to an increase in head count due to cultivation operations and one-time non-recurring 

charges during the three months ended March 31, 2020. 

Stock based compensation 
 

Three months ended March 31, 2020 2019 

Stock based compensation $ 159,253 $ 210,136 

Stock-based compensation expense recognized during the three months ended March 31, 2020 from prior period stock option grants 

was $159,253. During the three months ended March 31, 2019, stock-based compensation from continuing operations was $210,136. 
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Working capital 
 

(1) Non IFRS measure 

As at March 31, 2020, the Company had a working capital deficiency of $3,582,215, compared to working capital deficiency of 

$2,060,164 as at December 31, 2019, representing an increase of $1,522,051.  Funds expended during the quarter were primarily 

directed towards general and administrative expenditures related to the Company’s first commercial harvest which was successfully 

completed on March 2, 2020. 

Credit Facility 

As at March 31, 2020, the Company had drawn down the Pillar Credit Facility in the amount of $2,000,000. As a result of the draw 

down, the Company incurred a facility fee of $63,000 and legal fees and disbursements of $25,000. 

Subsequent to March 31, 2020, the Company closed the previously announced $5.0 million senior secured credit facility with First 

Calgary and paid in full the $2.04 million outstanding balance of the Pillar Credit Facility, therefore cancelling the arrangement with 

Pillar Capital Corp. 

 

  March 31, 2020 December 31, 2019 

Beginning balance                    1,972,050  - 

Credit facility drawdown                                   -   2,000,000 

Interest  -  40,000 

Debt issuance costs  -  (158,477) 

Accretion                          39,619  90,527 

Ending balance                     2,011,669  1,972,050 

During the year ended December 31, 2019, 1,000,000 Warrants were issued to Pillar Capital Corp. in connection with the Pillar Credit 

Facility at an exercise price of $0.16 per Common Share (ther “Pillar Warrants”). The Company attributed a fair value of $158,477 to 

the Pillar Warrants by using the Black-Scholes option pricing model. The Pillar Warrants were treated as debt issuance costs and 

recorded as a reduction of the carrying value of the term loan balance. The term loan will be accredited back to its carrying value over 

the life of the Pillar Credit Facility using the effective interest rate method.  

  

  March 31, 2020  December 31, 2019 

Cash $ 2,093 $ 1,077,741 

Term deposit  -  14,000 

Accounts receivable  85,612  81,744 

Prepaid expenses, deposits and other  154,240  182,840 

Inventory  236,940  - 

Biological asset  139,138  70,072 

Retail assets held for sale  -  866,514 

Accounts payable and accrued liabilities  (2,043,663)  (1,640,159) 

Term loan  (2,011,669)  (1,972,050) 

Current portion of lease obligations  (144,906)  (142,845) 

Retail lease liabilities held for sale  -  (598,021) 

Working capital deficiency (1) $ (3,582,215) $ (2,060,164) 
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Capital expenditures – cannabis  

Description 

 Three months ended   
March 31, 2020 

 Three months ended   
March 31, 2019 

Stavely facility & other  54,641  2,549,637 

Computer equipment  -  1,676 

 $ 54,641 $ 2,551,313 

During the three months ended March 31, 2020, the Company added $54,641 of property, plant and equipment (PP&E) related to its 

cannabis operations at the Stavely Facility.  

Commitments – cannabis 

The following represents a maturity analysis of the Company undiscounted contractual lease obligations as at March 31, 2020: 

  2020 2021 2022 2023 2024 Thereafter Total 
Truck lease 55,431 71,781 65,746 27,283 - -  220,241 
Equipment 
lease 

117,169 130,248 129,501 122,481 102,935 90,189   692,523 

Total  172,600 202,029 195,247 149,764 102,935 90,189 $ 912,764 

 
 
Historical quarterly information  

    
2020 

  
2019   2019   2019 

Q1 Q4   Q3   Q2 

Comprehensive (loss) income – 
discontinued operations 

  -  -  -  - 

Comprehensive loss – continued 
operations 

  (1,846,385)   (2,674,428)   (1,926,202)  (2,175,526) 

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

  -  -  -  - 

Comprehensive loss per share - 
basic – continued operations 

  (0.00)  (0.01)  (0.01)  (0.01) 

Capital expenditures    54,641  (1,281,000)  773,192   1,518,661  

Total assets   14,731,402   16,497,425   16,651,735   15,773,327  

(Working capital deficiency) 

working capital (1) 
  (3,582,215)   (2,060,164)   (2,605,142)  (208,612) 

Shareholders’ equity $ 9,865,527 $ 11,552,659  $ 12,329,807  $ 13,940,695  

Shares outstanding    393,768,532   393,768,532  358,896,457   358,896,457  

(1) Non IFRS measure         

 
 
 
 
 
 
  

  

  
 
 
 
 
 
 
 
  

 
 
 
 
 
 
 
 
 
  

          



 

10 
 

MANAGEMENT’S DISCUSSION & ANALYSIS FOR THE 
THREE MONTHS ENDED MARCH 31, 2020 AND 
2019 
expressed in Canadian dollars unless otherwise noted 

 
   

2019 
  

2018   2018   2018 

Q1 Q4   Q3   Q2 

Comprehensive (loss) income – 
discontinued operations 

 -  (1,304,732)  127,073   209,109  

Comprehensive income (loss) – 
continued operations 

 (284,201)  (6,193,095)  520,957   (3,536,070) 

 

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

 -  (0.01)  0.00   0.00  

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

 0.00   (0.03)  0.01   (0.02) 

Capital expenditures  2,551,313   5,501,935   1,271,202   300,366  

Total assets  16,964,161   17,416,770   18,005,648   16,261,999  

Working capital (Working capital 

deficiency) (1) 
 1,702,409   4,492,342   2,354,868   3,922,142  

Shareholders’ equity $ 15,195,360  $ 15,262,525  $ 13,105,667  $ 11,889,769  

Shares outstanding   355,532,381   355,463,381   220,522,706   220,522,706  
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IFRS - This MD&A and the financial statements and comparative information have been prepared in accordance with 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. Working capital and working capital deficiency are not a 

recognized measure under IFRS. Management uses certain industry benchmarks, such as 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. 

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 term deposits accounts receivable and prepaids and 

deposits, less accounts payable, term loan and current portion of lease obligations. The calculation of the Company’s working capital (working capital 

deficiency) can be seen on page 8 under the table titled “working capital”. 

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 Company’s ability to continue as a going concern in the future;  

 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 and costs 

thereof (including Phases 1a, 1b and 1c);  

 the completion of the Debenture Unit Offering, including the receipt, in a timely manner, of regulatory and other required approvals 

and clearances, and the terms of the financing; 

 expected cultivation capacity, yield and frequency at the Stavely Facility; 

 construction of additional flower rooms and the scale thereof; 

 product quality; 

 cultivation equipment and technologies, including vertical growing; 

 cost of construction and sources and availability of funds;  

 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; 

 the Company’s anticipated financial performance; 

 the Company’s future development and growth prospects; 

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

 the Company's ability to generate cash flow from operations; 

 the Company’s ability to meet current and future obligations, including pursuant to the completion of the Financings; 

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

 the supply agreements and partnerships with Heritage, Adastra and Segra; 

 cannabis cultivation in Sugarbud’s newly licensed grow rooms; 

 future expanded product offerings, including oils; 
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 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 global public health crises in respect of the outbreak of a novel strain of coronavirus ("COVID-19"), including volatility and 

disruptions in global supply chains and financial markets, as well as declining trade and market sentiment and reduced mobility of 

people; 

 the impact of increasing competition; 

 availability of skilled labour, services and equipment; 

 timing and amount of capital expenditures; 

 the toll processing agreement and partnership with Adastra; the timing of obtaining necessary approvals required to conduct the 

contemplated business of the supply agreements; 

 the use of proceeds from   completed and proposed financings; 

 product quality; and the genotyping and tissue culture agreement with Segra, including the benefits thereof; 

 the supply agreement and partnership with Heritage; the timing of obtaining necessary approvals required to conduct the 

contemplated business of the supply agreement; 

 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 obtain an amendment to its dried cannabis sales licence to permit interprovincial sales and the timing 

thereof; 

 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”, “Disclosure controls and procedures”, 

“Internal control over financial reporting”, “Critical Accounting Estimates” and “Risk Factors”;  

 the material assumptions and observations described under the headings “Operating and Financial Update”, “Applicable regulations”, 

“Cannabis financial and operating results – continuing operations”, "Investment", “General & administrative expenses”, “Stock based 

compensation”, “Working capital”, “Capital expenditures – cannabis” and “Commitments – cannabis”;  

 failure to realize the anticipated benefits of acquisitions, investments and dispositions; 

 success of the operations of the Company; 
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 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, including the global public health crises in respect of the outbreak of 

COVID-19. 

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, 2019, 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. 

FOFI Disclosure. This MD&A contains future-oriented financial information and financial outlook information (collectively, “FOFI”) about Sugarbud’s 

future financings, prospective operations, future cannabis production capacity, revenue, working capital, cash flow, expenses, profit and components 

thereof, all of which are subject to the same assumptions, risk factors, limitations and qualifications as set forth in the above paragraphs. FOFI contained 

in this MD&A was approved by management as of the date of this MD&A and was provided for the purpose of providing further information about 

Sugarbud’s anticipated future business operations. Sugarbud disclaims any intention or obligation to update or revise any FOFI contained in this MD&A, 

whether as a result of new information, future events or otherwise, unless required pursuant to applicable law. Readers are cautioned that the FOFI 

contained in this MD&A should not be used for purposes other than for which it is disclosed herein. 

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 52-109”), 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) 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 52-109. 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 
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the period beginning on January 1, 2020, and ending on March 31, 2020, that have materially affected, or are reasonably likely to materially affect, the 

Company’s internal controls over financial reporting.  

CRITICAL ACCOUNTING ESTIMATES 

The preparation of the Financial Statements in conformity with IFRS requires management to make judgments, estimates and assumptions about the 

carrying amounts of assets and liabilities that are not readily apparent from other sources. The estimates and associated assumptions are based on 

historical experience and other factors that are considered to be relevant. Actual results may differ from these estimates. 

 

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognized in the period in which 

the estimate is revised, if the revision affects only that period, or in the period of the revision and future periods, if revision affects current and future 

periods. 

 

Significant judgments, estimates and assumptions that have the most significant impact on the amounts recognized in the Financial Statements are 

consistent with those applied in the annual consolidated financial statements, except for those described in Notes 2 and 3 of the Financial Statements. 

RISK FACTORS   

Business Risks - The Company’s current operations consist of an emerging medical and adult-use cannabis business focused on cultivation. 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 maintain the necessary cultivation and sales 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 to 

produce cannabis, its business, financial condition and prospects. The Company’s business involves 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 grows its 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. 

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 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. 
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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 cannabis, tax, environmental and safety legislation. Sugarbud endeavors to 

anticipate the costs related to compliance and budget sensibly for them. Restrictive new legislation is a risk the Company cannot control. 

Operations and investments in the cannabis industry are 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 and the Federal 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 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 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 Federal Cannabis Act and Federal Regulations to produce and sell cannabis. 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 license. 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.  

COVID-19 Outbreak - In December 2019, COVID-19 emerged in Wuhan, China. Since then, it has spread to many other countries and infections have 

been reported around the world. Canada confirmed its first case of COVID-19 on January 25, 2020 and its first death related to COVID-19 on March 9, 

2020. On March 11, 2020, the World Health Organization declared the outbreak of COVID-19 a global pandemic. In response to the outbreak, 

governmental authorities in Canada and internationally have introduced various recommendations and measures to try to limit the pandemic, including 

travel restrictions, border closures, non-essential business closures, quarantines, self-isolations, shelters-in-place and social distancing. The COVID-19 

outbreak and the response of governmental authorities to try to limit it are having a significant impact on the private sector and individuals, including 

unprecedented business, employment and economic disruptions.  

The continued spread of COVID-19 nationally and globally could have an adverse impact on the Company's business, operations and financial results, 

including through disruptions in labour inputs and cultivation and processing activities, supply chains and sales channels. In response to the COVID-19 

pandemic, the Company has implemented precautionary measures at the Facility to ensure the safety of its staff and product consumers, including 

limiting visits to essential personnel and ensuring proper protocols around sanitation and social distancing. These measures and similar measures taken 

by other businesses may adversely impact the Company's labour productivity and its supply chains. In addition, the COVID-19 pandemic is impacting 

cannabis retail sales channels and may adversely affect the Company's ability to successfully market and sell its products. While cannabis retail was 

initially declared an essential service in many provinces, the situation is fluid and unpredictable. Moreover, sales volumes of cannabis may be adversely 

impacted by consumer "social distancing" behaviours. What further impact, if any, the COVID-19 pandemic may have on cannabis retail markets is 
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unpredictable. The COVID-19 pandemic may also negatively impact service levels with Health Canada, which licences and regulates the Company's 

operations. The continued spread of COVID-19 nationally and globally could also lead to a deterioration of general economic conditions including a 

possible national or global recession. Due to the speed with which the COVID-19 situation is developing and the uncertainty of its magnitude, outcome 

and duration, it is not possible to estimate its impact on our business, operations or financial results; however, the impact could be material.  

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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