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1.0 Preface 
 
1.1 Definitions 

This Management’s Discussion and Analysis (“MD&A”) of the results of operations and of the consolidated financial 
position of  High Tide Inc., (“High Tide” or the “Company”) is for the years ended October 31, 2018 and 2017, and 
should be read in conjunction with the consolidated financial statements of the Company for the years ended October 
31, 2018 and 2017 (hereafter the “Financial Statements”), prepared in accordance with International Financial 
Reporting Standards (“IFRS”). 

In this document, the terms “we”, “us”, and “our” refer to High Tide.  High Tide is the parent company to the wholly-
owned subsidiaries of RGR Canada Inc. (“RGR”), Smoker’s Corner Ltd. (“Smoker’s Corner”), Famous Brandz Inc.  
(“Famous Brandz”), Canna Cabana Inc. (“Canna Cabana”), Kush West Distribution Inc. (“Kush West”), and 50.1% of 
KushBar Inc. (“KushBar”). This document also refers to the Company’s three reportable operating segments: the 
“Retail” segment, the “Wholesale” segment and the “Corporate” segment.  

The financial results for the Wholesale segment are delivered by the businesses operated under High Tide’s wholesale 
entities – RGR, Famous Brandz and Kush West. The financial results for the Retail segment are delivered by the 
business operated under High Tide’s retail entities – Smoker’s Corner, Canna Cabana and KushBar. Other capitalized 
terms in this document are defined the first time they are used. 

High Tide is a vertically-integrated manufacturer, distributor and seller of smoking accessories and a downstream-
focused retailer of cannabis products.  The Company’s common shares are listed primarily on the Canadian Securities 
Exchange (“CSE”) under the symbol “HITI” and also on the Frankfurt Stock Exchange (“FSE”) under the symbol “2LY”.  

Additional information about the Company, including financial statements, news releases and the Company’s long form 
prospectus can be accessed at www.sedar.com and at www.hightideinc.com.   

The contents of this MD&A were approved by the Board of Directors on March 4rd, 2019.  
 
1.2 Forward-Looking Information and Statements 
 
Certain statements contained within this MD&A, and in certain documents incorporated by reference into this document, 
constitute forward-looking statements. These statements relate to future events or the Company’s future performance. 
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 "seek", "anticipate", "budget", "plan", "continue", 
"estimate", "expect", "forecast", "may", "will", "project", "predict", "potential", "targeting", "intend", "could", "might", 
"should", "believe" and similar expressions. These statements involve known and unknown risks, uncertainties and 
other factors that may cause actual results or events to differ materially from those anticipated in such forward-looking 
statements. 

In particular, this MD&A contains the following forward-looking statements pertaining to, without limitation, the following: 
changes in general and administrative expenses; future business operations and activities and the timing thereof; the 
future tax liability of the Company; the estimated future contractual obligations of the Company; the future liquidity and 
financial capacity of the Company; and its ability to fund its working capital and forecasted capital expenditures. 

We believe the expectations reflected in those forward-looking statements are reasonable, but no assurance can be 
given that these expectations will prove to be correct and such forward-looking statements included in, or incorporated 
by reference into, this MD&A should not be unduly relied upon. 

These statements speak only as of the date of this MD&A or as of the date specified in the documents incorporated by 
reference into this MD&A, as the case may be. The actual results could differ materially from those anticipated in these 
forward-looking statements as a result of the risk factors set forth below and elsewhere in this MD&A: counterparty 
credit risk; access to capital; limitations on insurance; changes in environmental or legislation applicable to our 
operations, and our ability to comply with current and future environmental and other laws; changes in income tax laws 
or changes in tax laws and incentive programs relating to the cannabis industry; and the other factors discussed under 
Section 12: “Financial Instruments and Risk Management” in this MD&A. 

Readers are cautioned that the foregoing lists of factors are not exhaustive. The forward-looking statements contained 
in this MD&A and the documents incorporated by reference herein are expressly qualified by this cautionary statement. 
The forward-looking statements contained in this document speak only as of the date of this document and the 
Company does not assume any obligation to publicly update or revise them to reflect new events or circumstances, 
except as may be required pursuant to applicable securities laws. 

 
 

http://www.sedar.com/
http://www.hightideinc.com/
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2.0 Accounting Framework 
 
Financial data disclosed in this MD&A has been prepared in accordance with IFRS. The financial statements and MD&A 
have been prepared on a historical cost basis except for financial instruments which are measured at fair value. 
Accordingly, the financial information contained herein have been prepared on the basis of accounting policies 
applicable to a going concern, which assumes that the Company will be able to realize its assets and discharge its 
liabilities in the normal course of business for the foreseeable future. 

The principles used to prepare the 2017 comparative combined financial statements (as well as the 2016 comparatives 
where applicable) are similar to those used to prepare the financial statements and represent the combined the assets, 
liabilities and equity at October 31, 2017, and the results of operations, changes in equity and cash flows for the year 
then ended of RGR, Smoker’s and Famous Brandz, after eliminating all inter-company transactions, balances and 
unrealized gains/losses on transactions between these entities, as these entities were under common control. As such, 
the consolidated financial statements of High Tide, and all amounts shown in this MD&A, subsequent to the corporate 
reorganization, have been presented on a continuity of interest basis.  
 
Unless otherwise noted, all financial measures are expressed in Canadian dollars (“$”).  
 
2.1 Critical Accounting Estimates and Assumptions 
 
The preparation of financial statements in conformity with IFRS requires management to make judgments, estimates 
and assumptions that affect the reported amounts of assets, liabilities and shareholders’ equity at the date of the 
consolidated financial statements and the reported amounts of revenues and expenses during the year. Although these 
estimates are based on management’s best knowledge of the amount, event or actions, actual results ultimately may 
differ from those estimates.   

The estimates and assumptions are reviewed on an ongoing basis.  Revisions in accounting estimates are recognized 
in the year in which the estimate is revised if the revision affects only that year, or in the year of the revision and future 
years if the revision affects both current and future years. 

Estimates 

Critical accounting estimates are those that require management to make assumptions about matters that are highly 
uncertain at the time the estimate or assumption is made. Critical accounting estimates are also those that could 
potentially have a material impact on the Company’s financial results where a different estimate or assumption is used. 
The significant areas of estimation uncertainty are: 

Allowance for doubtful accounts 

The Company makes an allowance for doubtful accounts based on an assessment of the recoverability of receivables. 
Allowances are applied to receivables where events or changes in circumstances indicate that the carrying amounts 
may not be recoverable. Management specifically analyzed historical bad debts, customer concentrations, customer 
creditworthiness, current economic trends and changes in customer payment terms when estimating the adequacy of 
the allowance for doubtful accounts. Where the expectation is different from the original estimate, such difference will 
impact the carrying value of receivables. 

The estimated losses on accounts receivables are recognised in an allowance for doubtful accounts. The Company 
considers that there is evidence of a potential write down in carrying value if any of the following indicators are present: 

• significant financial difficulties of the customer 

• probability that the customer will enter bankruptcy or financial reorganisation, and 

• default or delinquency in payments (more than 90 days overdue). 

Receivables for which an allowance was recognised are written off against the allowance when there is no expectation 
of recovering additional cash. 

Allowance losses are recognised in profit or loss within general and administrative expenses. Subsequent recoveries 
of amounts previously written off are credited against general and administrative expenses. 

Inventory valuation 

Inventory is carried and the lower of cost and net realizable value; in estimating net realizable value, the Company 
makes estimates related to obsolescence, future selling prices, seasonality, customer behaviour, and fluctuations in 
inventory levels. 
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Estimated useful lives, residual values and depreciation of property and equipment  

Depreciation of property and equipment is dependent upon estimates of useful lives and residual values, which are 
determined through the exercise of judgment. The assessment of any impairment of these assets is dependent upon 
estimates of recoverable amounts that take into account factors such as economic and market conditions and the useful 
lives of assets.   

Intangible asset impairment 

Amortization of intangible assets is dependent upon estimates of useful lives, lease terms and residual values which 
are determined through the exercise of judgment. 

Fair value of financial instruments 

The individual fair values attributed to different components of a financing transaction are determined using valuation 
techniques. The Company uses judgment to select the methods used to make certain assumptions and in performing 
the fair value calculations in order to determine (a) the values attributable to each component of a transaction at the 
time of their issuance; (b) the fair value measurement for certain instruments that require subsequent measurement at 
fair value on a recurring basis; and (c) for disclosing the fair value of financial instruments subsequently carried at 
amortized cost.  These valuation estimates could be significantly different because of the use of judgment and the 
inherent uncertainty in estimating the fair value of these instruments that are not quoted in an active market. 

Impairment of non-financial assets 

Impairment exists when the carrying value of an asset or cash generating unit (“CGU”) exceeds its recoverable amount, 
which is the higher of its fair value less costs of disposal and its value in use. The fair value less costs of disposal 
calculation is based on available data from binding sales transactions in an arm’s length transaction of similar assets 
or observable market prices less incremental costs for disposing of the asset. The value in use calculation is based on 
a discounted cash flow model. The estimated future cash flows are derived from management estimates, budgets and 
past performance and do not include activities that the Company is not yet committed to or significant future investments 
that will enhance the asset’s performance of the cash generating unit being tested. The recoverable amount is sensitive 
to the discount rate used for the discounted cash flow model as well as the expected future cash flows and the growth 
rate used for extrapolation purposes. 

Share-based compensation 

In calculating share-based compensation expense, key estimates such as the value of the common shares, the rate of 
forfeiture of options granted, the expected life of the option, the volatility of the value of the Company’s common shares 
and risk-free interest rate are used. 

Taxation 

The calculations for current and deferred taxes require management’s interpretation of tax regulations and legislation 
in the various tax jurisdictions in which the Company operates, which are subject to change. The measurement of 
deferred tax assets and liabilities requires estimates of the timing of the reversal of temporary differences identified and 
management’s assessment of the Company’s ability to utilize the underlying future tax deductions against future taxable 
income before they expire, which involves estimating future taxable income. 

The Company is subject to assessments by various taxation authorities in the tax jurisdictions in which it operates, and 
these taxation authorities may interpret the tax legislation and regulations differently. In addition, the calculation of 
income taxes involves many complex factors. As such, income taxes are subject to measurement uncertainty and 
actual amounts of taxes may vary from the estimates made by management. 

Deferred tax assets  

Deferred tax assets, including those arising from tax loss carry-forwards, require management to assess the likelihood 
that the Company will generate sufficient taxable income in future periods in order to utilize recognized deferred tax 
assets. Assumptions about the generation of future taxable profits depend on management’s estimates of future cash 
flows. In addition, future changes in tax laws could limit the ability of the Company to obtain tax deductions in future 
periods. To the extent that future cash flows and taxable income differ significantly from estimates, the ability of the 
Company to realize the net deferred tax assets recorded at the reporting date could be impacted. 

Judgments 

Judgment is used in situations when there is a choice and/or assessment required by management. The following are 
critical judgments apart from those involving estimations, that management has made in the process of applying the 
Company’s accounting policies and that have a significant effect on the amounts recognized in the consolidated 
financial statements. 
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Determination of CGUs 

For the purposes of assessing impairment of non-financial assets, the Company must determine CGUs. Assets and 
liabilities are allocated into CGUs at the lowest level of separately identified cash flows. Determination of what 
constitutes a CGU is subject to management judgment. The asset composition of a CGU can directly impact the 
recoverability of assets included within the CGU. The determination of the Company’s CGUs was based on 
management’s judgment in regard to shared infrastructure, geographical proximity and similar exposure to market risk 
and materiality. The Company has 1 CGU at October 31, 2018 and 2017. 

Measurement of share-based payments, warrants and stock options  

In calculating the value of share-based payments, warrants and stock options, key estimates such as the value of the 
common shares, the rate of forfeiture, the expected life, the volatility of the value of the Company’s common shares 
and the risk-free interest rate are used. 

Business combinations and asset acquisitions 

Classification of an acquisition as a business combination or an asset acquisition depends on whether the assets 
acquired constitute a business, which can be a complex judgment.  Where an acquisition is classified as a business 
combination or an asset acquisition can have a significant impact on the entries made on and after the acquisition. 

The initial measurement of assets acquired and liabilities assumed in an asset acquisition is determined based on an 
allocation of the purchase consideration, which can be comprised of cash or cash equivalents and the fair value of 
other consideration given to acquire the asset at the time of the acquisition.  In the event that the consideration includes 
share-based consideration, the Company considers the specific requirements of IFRS 2, Share Based payments.   

Consolidation 

The determination of which entities require consolidation is subject to management judgment regarding levels of control, 
assumptions of risk and other factors that may ultimately include or exclude an entity from the classification of a 
subsidiary or other entity requiring consolidation. 

Segmented information 

Operating segments are determined based on internal reports used in making strategic decisions that are reviewed by 
the Chief Operating Decision Makers (“CODMs”). The Company’s CODMs are the Chief Financial Officer, Chief 
Executive Officer and Chief Operating Officer. 

Going concern assessment  

At each reporting period, management assesses the basis of preparation of the consolidated financial statements. 
These consolidated financial statements have been prepared on a going concern basis in accordance with IFRS. The 
going concern basis of presentation assumes that the Company will continue its operations for the foreseeable future 
and be able to realize its assets and discharge its liabilities and commitments in the normal course of business. 

Contingencies 

Management uses judgment to assess the existence of contingencies. By their nature, contingencies will only be 
resolved when one or more future events occur or fail to occur. Management also uses judgment to assess the 
likelihood of the occurrence of one or more future events. 
 
 

3.0 Changes in Accounting Policies Including Initial Adoption 
 
Subsequent to the reorganization described below under “Corporate Reorganization” in Section 4.1, High Tide became 
the controlling owner of RGR, Smoker’s Corner and Famous Brandz. 
 
There were no new accounting policies adopted resulting from the corporate reorganization. 
 

In preparing the October 31, 2018 consolidated financial statements, management determined that a restatement was 

necessary to the October 31, 2017 consolidated financial statements, in accordance with IAS 8 “Accounting Policies, 

Changes in Accounting Estimates and Errors” (“IAS 8”), as a result of the following: 

(i) The Company determined that the amount of certain shareholder debt in Famous was not settled in full through 
the issuance of shares as previously reported. As a result of the partial settlement, a loss on settlement of debt of 
$281,500 was determined.  
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(ii) there were no impacts on the net cash flows from operating, investing or financing activities. 

 
All figures and balances in this MD&A for the current and prior year balances are presented on a post-
restatement basis.  
 

3.1 Recently Issued Accounting Standards Not Yet Applied 
 
IFRS 9 
 
In July 2014, the International Accounting Standards Board (“IASB”) issued the final version of IFRS 9 – Financial 
Instruments (“IFRS 9”), bringing together the classification and measurement, impairment and hedge accounting 
sections of the IASB’s project to replace IAS 39 Financial Instruments: Recognition and Measurement and all previous 
versions of IFRS 9. The standard is effective for annual periods beginning on or after January 1, 2018.  
 
Effective November 1, 2018, the Corporation adopted IFRS 9, which introduces new requirements for:  

1) The classification and measurement of financial assets and liabilities,  
2) The recognition and measurement of impairment of financial assets, and 
3) General hedge accounting 

 

In accordance with the transition provisions of the standard, the Corporation has elected to not restate prior periods. 

The impact of adopting IFRS 9 will be recognized in Accumulated Deficit at November 1, 2018 as follows;  

Recognition of additional expected credit losses; an anticipated increase in the expected credit losses allowance of an 
estimated $52,812 and a corresponding entry to Accumulated Deficit.  
 
IFRS 15 

In May 2014, the IASB issued IFRS 15 – Revenue from Contracts with Customers (“IFRS 15”), which outlines a single 
comprehensive model for entities to use in accounting for revenue arising from contracts with customers.  IFRS 15 
supersedes other guidance, but mainly replaces IAS 18 – Revenue and IAS 11 – Construction Contracts (“IAS 18”).  
IFRS 15 is effective for annual periods beginning on or after January 1, 2018 and allows for earlier application; it 
contains certain transitional provisions and application expedients.   

 
Effective November 1, 2018, The Corporation has adopted IFRS 15. As a result, the Corporation has changed its 

accounting policy for revenue recognition, which is outlined below. The Corporation has elected to adopt IFRS 15 

retrospectively with the modified retrospective method of transition practical expedient and has elected to apply IFRS 

15 only to contracts that are not completed contracts at the date of initial application. Comparative information has not 

been restated and is reported under IAS 18.  

The Corporation will recognize the cumulative impact of the initial application of the standard in Accumulated Deficit in 

three revenue streams being Retail, Wholesale and Franchise as at November 1, 2018, as follows: 

Retail revenue 

• Recognition of revenue with retail customers; the company does not estimate an impact on transition. 
 

Wholesale revenue 

• Recognition of revenue with wholesale customers; the Company recognized a Contract Liability relating to deposits 
received in advance of the legal transfer of goods amounting to $179,997 as at October 31, 2018. The Company 
will continue to assess further implications as they arise.   

• Revenue overstatement due to goods in-transit; the Company is anticipating an initial reduction in revenue of 
$100,000 to align revenue with receipt of shipments by client. No material impact is assessed for future periods or 
on the annual financial statements.  

 

Franchise revenue 

• Recognition of franchise revenue; the initial upfront franchise fee creates a promise to grant a license to the 
Franchisee to use the intellectual property of the Franchisor as outlined in the respective Franchise Agreement. 
Due to the relationship that considers a period over one year, the impact is recorded to Accumulated Deficit where 
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the term of the franchise agreement is still ongoing. The Company has estimated the impact to be approximately, 
$285,815 and is an entry to Accumulated Deficit. 

 
 
IFRS 16 

In January 2016, the IASB issued IFRS 16 – Leases (“IFRS 16”), which requires lessees to recognize all leases on the 
statement of Financial Position.  IFRS 16 is effective for annual periods beginning on or after January 1, 2019, with 
earlier application permitted.  The Company will adopt IFRS 16 on November 1, 2019. The Company is currently 
evaluating the impact of the above standard on its consolidated financial statements. 

 
4.0 Corporate Overview 
 
The Company was incorporated under the Alberta Business Corporations Act (“ABCA”) on February 8, 2018. The head 
office of the Company is located at Units 111-113 11127 15th Street N.E., Calgary, Alberta, T3J 2M4, and its registered 
office is located at 120-4954 Richard Road S.W., Calgary, Alberta, T3E 6L1. The Company was incorporated for the 
purpose of reorganizing a number of non-arm’s length companies under a parent entity (the “Corporate 
Reorganization”), as further described below. 
 
The Company is a vertically-integrated Canadian-headquartered cannabis industry corporation, with a portfolio of 
subsidiaries including Famous Brandz, RGR, Smoker’s Corner, Canna Cabana, KushBar and Kush West. All of the 
Subsidiaries are wholly-owned by the Company, with the exception of KushBar; the Company owns a majority of the 
issued and outstanding shares of KushBar. Subsequent to year end, the Company incorporated HT Global Imports and 
acquired Grasscity (High Tide B.V., SJV B.V. and SJV2 B.V.) which is headquartered in Amsterdam, Netherlands.  
 
The organizational chart for the Company is as follows: 
 

 

The operations of RGR are primarily focused on the distribution of smoking accessories. RGR creates its own 
proprietary brands of smoking accessories. RGR’s operations are focused on designing products featuring its 
proprietary brands, overseeing manufacturing by third-parties and distributing products. RGR does not sell its products 
directly to consumers but operates an ecommerce platform for wholesale. 
 
Similar to RGR the operations of Famous Brandz are primarily focused on the distribution of smoking accessories. 
Famous Brandz differentiates itself by focusing on licensed brands from licensors, designs products featuring licensed 
brands, oversees manufacturing by third-parties and distributes products. Famous Brandz has developed an extensive 
network of corporate clients across Canada, the United States and Europe. It also sells directly to consumers through 
its own e-commerce platform. 
 
Smoker’s Corner and Canna Cabana’s operations are, and KushBar intends its operations to be, solely focused on 
retail sales – primarily through brick-and-mortar retail outlets. Smoker’s Corner retail sales are in the area of smoking 
accessories. It is the Company’s intention that the operations of KushBar and Canna Cabana are or will be focused on 
the retail of cannabis as well as smoking accessories. The Company intends that the operations of Kush West will be 
focused on the wholesale of cannabis to legally licensed cannabis retailers in the province of Saskatchewan. 
 
The Company’s existing and intended future retail operations are focused on business to consumer markets, while 
existing and intended future wholesale operations are focused on business to business markets. The operations of 
RGR and Famous Brandz relate to the wholesale of smoking accessories, and the operations of Smoker’s Corner 
relate to the retail of smoking accessories. The operations of Canna Cabana are focused on the retail of cannabis. The 
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Company intends that the operations of KushBar will be focused on the retail of cannabis, and that the operations of 
Kush West will be focused on the wholesale of cannabis. 
 
Subsequent to year end, High Tide incorporated HT Global Imports. Historically RGR has purchased its product through 
1990299 Alberta Ltd. (“199”) a numbered company established to import finished products from overseas 
manufacturers. This company sells product at cost to RGR and is owed and operated by Harkirat (Raj) Grover, the 
President and Chief Executive Officer of High Tide. High Tide intends to establish its own importing process under the 
company HT Global Imports and discontinue its relationship with 199.  
 
High Tide also incorporated High Tide B.V. in the Netherlands for the special purpose of acquiring and holding the 
entities that comprise Grasscity (SJV B.V. and SJV2 B.V.). Grasscity has been operating for 20 years as an 
eCommerce-based retailer of smoking accessories and has significant brand strength and recognition in the United 
States. Its addition to High Tide is complimentary as High Tide can use its sourcing and distribution channels to support 
Grasscity while Grasscity brings a strong, recognizable brand name and an established eCommerce sales channel to 
High Tide. 
 

4.1 Corporate Reorganization 
 

The Corporate Reorganization occurred shortly following the incorporation of the Company in February 2018. Occurring 

in two parts, the Corporate Reorganization resulted in the Company owning all the issued and outstanding shares of 

Famous Brandz, RGR, and Smoker’s Corner. 

 

The first part of the Corporate Reorganization occurred on February 28, 2018 and consisted of the transfer of all shares 

of RGR and Smoker’s Corner at fair market value on a taxable basis between the shareholders of the aforementioned 

entities and the Company. With respect to RGR, the Company received all issued and outstanding share capital of 

RGR. In exchange for this share capital, the Company issued 22,564,418 (pre-split - 8,175,514) common Shares to 

Raj Grover, 22,564,421 (pre-split - 8,175,515) Common Shares to Roza Grover, and 6,128,304 (pre-split - 2,220,400) 

common shares to the Grover Family Trust.  The Company also received all issued and outstanding share capital of 

Smoker’s Corner. In exchange for this share capital, the Company issued 50,358,600 (pre-split 18,245,871) common 

shares to Raj Grover and 6,024,252 (pre-split - 2,182,700) common shares to the Grover Family Trust. Roza Grover 

and the Grover Family Trust are non-arm’s length parties to Raj Grover, the Chief Executive Officer (“CEO”) of the 

Company. 

  

The second part of the Corporate Reorganization related to Famous Brandz. Prior to the Corporate Reorganization, 

Raj Grover, directly and indirectly, held 50% of Famous Brandz under a joint venture structure. The Corporate 

Reorganization transfer occurred on April 30, 2018, pursuant to an agreement entered between Famous Brandz, the 

Company and all of Famous Brandz’s then shareholders, warrant holders, and debenture holders (the “Famous 

Brandz Securityholders”). As a result of the Corporate Reorganization, the Company received all issued and 

outstanding share capital of Famous Brandz. In exchange, the Company issued 30,324,120 (pre-split - 10,987,000) 

common shares to the Famous Brandz Securityholders in accordance with the terms of the Definitive Securities 

Exchange Agreement (“DSEA”).  

 

Canna Cabana 

 

Canna Cabana was incorporated under the Business Corporations Act (Alberta) on February 22, 2018 and is a wholly-

owned subsidiary of High Tide.  Its primary business is the sale of recreational cannabis products as well as smoking 

accessories and cannabis lifestyle products.   

 

On August 16, 2018, Canna Cabana was granted an interim conditional licence by Alberta Gaming, Liquor and 
Cannabis Commission (“AGLC”) for the sale of recreational adult-use cannabis in Alberta. Further, as of the date of 
this MD&A, Canna Cabana has received 32 development permits for municipal operations.  
 
Canna Cabana has entered into two non-binding Letters of Intent (“LOIs”) to purchase locations in Saskatchewan, is 
pursuing locations in British Colombia, and has entered into two non-binding sets of agreements in Ontario wherein 
licensees will Operate a Canna Cabana branded store.  
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KushBar 

 

On April 1, 2018, High Tide acquired 50.1% of the common shares of KushBar, which was incorporated under the 

Business Corporations Act (Alberta) on January 9, 2018, and was an inactive company at the time of purchase with 

assets and share capital totalling $100.  KushBar’s primary business is intended to be the sale of recreational cannabis 

products as well as smoking accessories and cannabis lifestyle products. As of the date of this MD&A, KushBar has 

received 4 development permits for municipal operations. 

 

Kush West 

 

On June 15, 2018, High Tide acquired 100% of the common shares of Kush West, which was incorporated under the 

Business Corporations Act (Alberta) on January 8, 2018 and was an inactive company at the time of purchase with 

assets and share capital totalling $100. Kush West’s primary business is intended to be the wholesale of recreational 

cannabis initially in the Province of Saskatchewan for which it has submitted an application for licencing with the 

Saskatchewan Liquor and Gaming Authority (“SLGA”). Kush West remained in the start up phase through the 

remainder of the 2018 fiscal year.    

 

Board Composition 

 

On August 24, 2018, High Tide held a special meeting of shareholders to appoint the Board of Directors consisting of 
Raj Grover, Nader Ben Aissa, Paul Rosen, Arthur Kwan and David Shekhter. On August 27, 2018, David Shekhter 
resigned due to a conflict of interest. On October 16, 2018, Nitin Kaushal was appointed to the Board of Directors of 
the Company.  
 
The shareholders also passed resolutions to change the name of the Company from High Tide Ventures Inc. to High 
Tide Inc., which occurred on October 4, 2018. 
 
On September 18th, 2018, our Board of Directors authorized a stock split of both our authorized, and issued and 
outstanding shares of common stock of High Tide at a ratio of 2.76 for 1 common share (the “Stock Split”). The 
corporate action regarding the Stock Split with the Alberta Security Commission (“ASC”) was filed on October 4th, 
2018. 
 

4.2 Competitive Landscape 
 
As of the date of this MD&A, the Company currently operates 4 corporately-owned retail locations under the Smoker’s 
Corner brand across Alberta and British Columbia. The Company is currently represented by 8 franchised locations 
operating across Alberta, British Columbia, and Nova Scotia. Furthermore, the Company, as of the date of this MD&A, 
currently operates 10 Canna Cabana corporately-owned retail locations, 4 of which are licensed by the AGLC for the 
sale of cannabis and have since year end begun the sale of cannabis products. Competitors in this segment are 
independent retailers without significant market concentration. Smoker’s Corner has created a differentiated brand 
through its network of locations and customer service as well as the depth and breadth of its product offering, which is 
largely sourced through RGR. 
 
Most of the competitors within the Wholesale operate as product distributors, while the Company designs, and directly 
sources, imports and distributes its products. This creates advantages through vertical integration which include 
favorable product; these strengths are passed-through to the Retail segment.  
 
Canna Cabana and KushBar were established to sell recreational cannabis following the legalization of cannabis for 
adult use across Canada on October 17, 2018. The regulation of the sale of adult-use recreational cannabis in retail 
environments will be the responsibility of the provinces and territories.  Bill C-45 prevents the sale of branded cannabis 
accessories in Canada. As a result, the Company will redirect the sale of its branded Famous Brandz products to 
international markets, the significant majority of which is already sold to customers outside of Canada.  
 
The Federal government has announced that the sale of edible products and concentrates will be deregulated no later 
than 12 months following October 17, 2018. The Company expects to dedicate additional resources to explore the sale 
of edible products and concentrates as soon as lawfully permitted.  
 
In future years, the Company expects that its Retail segment will experience increased competition from the recreational 
cannabis industry with an increasing number of third-party stores offering cannabis products along with smoking 
accessories. The Company believes that its product knowledge, operating advantages and margin maximization 
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achieved through vertical integration will allow it to operate profitably over the long term. In addition, the Company 
expects opportunities to arise from the legalization of recreational cannabis for its Wholesale segment to acquire new 
customers, thereby offsetting some of the risks associated with increased competition affecting the Retail segment.  
 
 

5.0 Overall Performance 

 
At October 31, 2018, the Company had a working capital surplus of $14,919,817 (2017 – deficit of $10,297,428).  The 
improvement is mainly due to the acquisition of preference shares by High Tide in the amount of $18,629,100 as part 
of the Corporate Reorganization, as well as funds raised from share and special warrant financings. For the year ended 
October 31, 2018, the Company generated a loss of $4,532,551 (2017 – income of $296,316) and had net operating 
cash outflows of $3,722,425 (2017 – inflows of $822,118).  The negative income and cashflows are primarily driven by 
costs incurred to list on the CSE, as well as additional staffing, retail store setup costs, and an increased marketing 
strategy, which was implemented as October 17, 2018 approached to enter the Cannabis industry. 

 

5.1 Financial Position Highlights 

 

5.1.1 Accounts Receivable 

 
For the years ended October 31, 2018 2017 

Trade receivables $1,689,430           $        1,819,233 
Allowance for doubtful receivables (127,790) (108,831) 

 $1,561,640         $        1,710,402 
Less current portion (855,221) (1,710,402) 

Long term portion 706,419 -  

 

As at October 31, 2018, three (2017 – five) customers accounted for 49% (2017 – 63%) of accounts receivable (trade), 

each with balances greater than 10%. 

 

The Company performs a regular assessment of collectability of accounts receivables. Specifically, for accounts 
receivable that are greater than 90 days, the majority of this balance is comprised of accounts with Franchisees, who 
represent $907,013 or 100% of long-term accounts receivable and 60% of the current accounts receivable greater than 
90 days. The Company monitors the financial performance and/or cash flows of its Franchisees through observation of 
their point of sale system, receipt of cash from customers, and maintains regular contact/discussions. The Company 
continues to receive payments from the Franchisees, and has assessed their amounts to be collectible, however a 
significant portion of the accounts will take more than one year to collect.  Accordingly, management has classified 
them as long term.  The Company has reviewed the expected payment schedule and discounted it using an average 
Franchisee credit adjusted rate of 11% resulting in the receivables being discounted by $474,730.  Subsequent to the 
period, the Company continues to receive payments from the Franchisees.  Further, the Company holds security over 
its Franchisees by way of holding the head lease to their operations and having the right to assume control of the 
Franchisee location and any operations governed by the applicable Franchise Agreement.  
 

5.1.2 Inventory 

 
For the years ended October 31, 2018  2017  

Finished goods  $4,054,026 $        3,951,783 
Provision for obsolescence (590,950) (409,193) 

 $3,463,076 $        3,542,590 

Inventories recognized as an expense and included in cost of sales during the year ended October 31, 2018 totaled 
$3,960,464 (2017 – $4,060,737). 
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5.1.3 Account payable and accrued liabilities 
 
For the years ended October 31, 2018 2017 

Accounts payable  $     1,087,506 $    675,283 
Accrued salaries 130,243 60,839 
Accrued liabilities 869,462 33,381 
Other payables 427,619 29,392 

 $     2,514,830 $    798,895 

 

5.1.5 Share Capital 

 
(a) Authorized: 

The Company is authorized to issue an unlimited number of Class A, Class B and Class C common shares.  The 
holders of these common shares are entitled to:    

• vote at all meetings of shareholders except at meetings when only holders of a specified class of shares are 
entitled to vote;  

• receive dividends in the discretion of the directors exclusive of other classes of shares of the Company; and  

• receive the remaining property of the Company under dissolution equally. 
 

(b) Issued: 

Common shares – Class A  

 Number of 
Shares Amount  

Balance, October 31, 2016 400,200  $6  
Bonus shares (i) 6,400,000  237,619  
Shares issued upon conversion of shareholder loans (ii) 11,600,000  549,011  

Balance, October 31, 2017 (Restated – Note 3.0) 18,400,200  $667,625  

Issued on debt conversion (iii) 11,113,817  445,353  

Issued on debt conversion (iv) 20,486,183  851,987  

Issued for services rendered (v) 3,500,000  145,561  

Issued on conversion of convertible debentures (i) 5,017,012  668,683  

Issued on incorporation of High Tide Inc. (vi) 2,760,000  20,000  

Issued to acquire common shares of RGR (i) 6,128,304  1,195,600  

Issued to acquire preferred shares of RGR (i)  45,128,840  8,804,400  

Issued to acquire common shares of Smoker’s (ii) 6,024,250  1,175,300  

Issued to acquire preferred shares of Smoker’s (ii)  50,358,600  9,824,700  

Issued to acquire common shares of Famous Brandz (iii) 30,324,120  10,987,000  

Eliminated upon reorganization (58,517,212) (2,779,209) 

Issued for cash on private placement (vii) 10,225,800  3,705,000  

Share issue costs – broker warrants (vii)  -  (157,547) 

Share issue cost – cash (vii) -  (263,000) 

Tax effect on share issue costs -  113,549  

Issued to acquire Smiley’s (i) 800,000  289,840  

Balance, October 31, 2018 151,749,914  $35,694,842  

 
(i) During 2017, Famous Brandz declared bonus shares and issued 6,400,000 common shares having a value of 

$237,619. In addition, Smoker’s and Famous Brandz. declared and paid cash dividends of $560,007. 

(ii) During 2017, shareholder loans totaling $430,000 were converted into 11,600,000 common shares. The fair value 
of the common shares issued were determined to be the fair value of the loans upon conversion. 

Prior to the corporate reorganization the following transactions occurred in the current year: 
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(iii) Famous Brandz issued 11,113,817 common shares to existing shareholders upon debt conversion totalling 
$445,353. 

(iv) Balances due to Smoker’s Corner, RGR and shareholders of Famous Brandz totalling $851,987 were converted 
into 10,243,183 common shares at fair value determined upon conversion. 

(v) Famous Brandz issued 3,500,000 common shares to arms length parties for consulting services having a value 
of $145,561. 

Subsequent to the Corporate Reorganization the following transactions occurred in the current year: 

(vi) Upon incorporation of High Tide on February 8, 2018, 2,760,000 (pre-share split: 1,000,000) common shares at a 
price of $0.0073 per share (pre-share split: $0.02 per share), totalling $20,000 were issued. 

(vii) On May 2, 2018, the Company closed a private brokered placement offering for 10,225,800 (pre-share split: 
3,705,000) common shares at $0.3623 per share (pre-share split: $1.00 per share), for gross proceeds totalling 
$3,705,000. The Company paid brokers’ fees consisting of a cash payment of $263,000 and 670,680 (pre-share 
split: 243,000) broker warrants, which are exercisable at $0.3623 each (pre-share split: $1.00 each). These 
warrants were valued at $157,547 using Black Scholes option pricing model using the following assumptions: 

• Rate free interest rate: 1.77% 

• Expected volatility: 130% 

• Expected life in years: 2 

• Expected dividends: Nil 

 
(c) Put options granted 

On April 30, 2018, the Company granted put options to a third-party optionee which allows the optionee to sell 
3,600,000 shares of the Company back to the Company’s treasury for a weighted average exercise price of $0.07 
per share, should the Company not have an approved prospectus by October 31, 2018.  The options had a nominal 
value at time of grant and accordingly, no adjustment was made to the financial records of the Company.  
Subsequent to the end of the year, the options expired unexercised. 

(d) Employee Stock Option Plan: 

The Company’s stock option plan limits the number of common shares reserved under the plan from exceeding a 
“rolling maximum” of ten (10%) percent of the Company’s issued and outstanding common shares from time to 
time.  The stock options vest at the discretion of the Board of Directors, upon grant to directors, officers, employees 
and consultants of the Company and its subsidiaries.  The maximum exercise period of an option shall not exceed 
10 years from the grant date. As at October 31, 2018 no stock options have been issued.  

5.1.6 Special warrants 

 Number of 
special warrants Amount  

Balance, October 31, 2017 and 2016 - -  

Special Warrants issued August 22, 2018 (i) 17,911,459 8,955,729  

Issue costs – Cash - (582,122) 

Issue costs – Broker Warrants  - (246,684) 

Issue costs – Legal fees - (177,702) 

Special Warrants issued October 2, 2018 (ii) 18,817,015 9,408,508  

Issue costs – Cash - (611,553) 

Issue costs – Broker Warrants  - (259,425) 

Issue costs – Legal Fees - (122,721) 

Tax effect on share issue costs - 540,055  

Balance, October 31, 2018 36,728,474 $16,904,085  

 
(i) On August 22, 2018, the Company closed a private placement offering of special warrants (the “Special 

Warrants”) for aggregate proceeds of $8,955,729. Pursuant to the Special Warrant offering, the Company issued 
17,911,459 (pre- share split 6,489,659) warrants at a price of $0.50 (pre-share split $1.38) per Special Warrant. 
Each Special Warrant is automatically exercisable, with no additional consideration, into units of the Company on 
the date the Company obtains receipt from the applicable securities regulatory authorities for a final prospectus 
(the “Qualifying Prospectus”). Each Special Warrant entitles the holder thereof to 1 common share and ½ 
common share purchase warrant of the Company. Each full purchase warrant will be exercisable to acquire one 
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common share at a price of $0.75 (pre-split $2.07) per purchase warrant until December 17, 2020, being two years 
from the initial day of trading of the Company’s securities.  On closing of the offering of Special Warrants, the 
Company paid agents’ commissions of $582,122 and legal fees and expenses of $177,702. The Company also 
issued 1,164,245 (pre-split: 421,828) broker warrants, with each broker convertible into units of the Company for 
$0.50 (pre-split - $1.38).  Each unit will comprise 1 share and ½ purchase warrant, with each full warrant 
exercisable to acquire one common share at $0.75 (pre split - $2.07).  The broker warrants issued to the agents 
were fair valued at $246,684 calculated using Black Scholes option pricing model using the following assumptions: 
 

• Risk free interest rate: 2.11% 

• Expected volatility: 130% 

• Expected life in years: 2 

• Expected dividends: Nil 
 

(ii) On October 2, 2018, the Company closed a private placement offering of Special Warrants for aggregate proceeds 
of $9,408,508.  Pursuant to the Special Warrant offering, the Company issued 18,817,015 (pre- share split 
6,817,759) Special Warrants at a price of $0.50 (pre-share split $1.38) per Special Warrant.  Each Special Warrant 
is automatically exercisable, with no additional consideration, into units of the Company on the date that the 
Company obtains receipt from the applicable securities regulatory authorities for the Qualifying Prospectus. Each 
Special Warrant entitles the holder thereof to 1 common share and ½ common share purchase warrant of the 
Company.  Each full purchase warrant will be exercisable to acquire one common share at a price of $0.75 (pre-
split $2.07) per purchase warrant until December 17, 2020, being two years from the initial day of trading of the 
Company’s securities.  On closing of the offering of the Special Warrants, the Company paid agents’ commissions 
of $611,553 and legal fees and expenses of $122,721. The Company also issued 1,223,105 (pre-split: 443,154) 
broker warrants with each broker convertible into units of the Company for $0.50 (pre-split - $1.38).  Each unit will 
comprise 1 share and ½ purchase warrant, with each full warrant exercisable to acquire one common share at 
$0.75 (pre-split - $2.07).  The broker warrants issued to the agents were fair valued at $259,425 calculated using 
the Black Scholes option pricing model using the following assumptions:   
 

• Risk free interest rate: 2.27% 

• Expected volatility: 130% 

• Expected life in years: 2 

• Expected dividends: Nil 
 

5.1.7 Warrants 

 Number of 
warrants  Amount 

Balance, October 31, 2017 and 2016 - - 

Issued in exchange for Famous Brandz’s warrants (i)      1,194,590 $        241,700 

Issued to brokers for private placement: Section 5.1.5 (vii) 670,680 157,547 

Issued to brokers for Special Warrant financing: Section 5.1.6 (i) 1,164,245 246,684 

Issued to brokers for Special Warrant financing: Section 5.1.6 (ii) 1,223,105 259,425 

Balance, October 31, 2018      4,252,620 $        905,356 

 
(i) Prior to the Corporate Reorganization, Famous Brandz issued 721 units of unsecured convertible debentures with 

warrants at a price of $1,000 per unit for total proceeds of $721,000. The debentures were converted into common 
share of Famous Brandz prior to the corporate reorganization. Total shares issued on conversion was 5,017,012 
for a value of $668,683. The change in the fair value of the conversion feature and accretion totaled $28,415 and 
$7,709, respectively during the period the convertible debentures were outstanding during the year. 
 
As part of the Corporate Reorganization, the Company issued 1,194,590 (pre-share split: 432,822) warrants with 
an exercise price of $0.4975 (pre-share split: $1.373) in exchange for 3,403,333 Famous Brandz’s warrants of 
which 2,403,333 warrants related to the convertible debentures and 1,000,000 were other warrants.  
 
The 1,194,590 warrants were valued at $241,700 using Black Scholes option pricing model using the following 
assumptions: 
 

• Risk free interest rate: 1.77% 

• Expected volatility: 130% 

• Expected life in years: 2 

• Expected dividends: Nil 
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Outstanding warrants at October 31, 
2018 were as follows: 

 
 
 
 

Number of warrants  

 
 

Weighted  
average price 

Weighted average # of 
years to expiry 

Warrants  1,194,590 $       0.4975 1.49 

Brokers warrants  670,680 0.3623 1.50 

Brokers warrants  1,164,245 0.3246 2.13 

Brokers warrants  1,223,105 0.3246 2.13 

Balance, October 31, 2018 4,252,620 $       0.4489 1.72 

 

6.0 Selected Annual Information 
 
For the years ended October 31, 

$ Millions (except where noted)  2018  2017 
(Restated – 
Note 3.0) 

 2016 

Revenue $ 8.7 $ 10.0 $ 8.4 

Gross Margin $ 3.1 $ 4.7 $ 4.4 

Gross Margin Percentage  35.6%  47.0%  52.1% 

Total Operating Expenses $ (6.8) $ 3.7 $ 2.7 

Other Income / (Expenses) $ (2.3) $ (0.4)                  $                  - 

Income Before Taxes $ (6.0) $ 0.6 $ 1.7 

Income for the Period $ (4.6) $ 0.3 $ 1.2 

Income Per Share (Basic) $ (0.04) $ 0.03 $ (3.04) 

Income Per Share (Diluted) $ (0.04) $ 0.03 $ (3.04) 

Total Assets $ 25.9 $ 11.1 $ 10.4 

Total Non-Current Liabilities $ 0.0 $ 0.0 $ 0.0 

Total Liabilities $ 2.6 $ 20.7 $ 20.2 

Total Equity $ 23.3 $ (9.7) $ (9.9) 

Note: No dividends have been declared to the shareholders of High Tide Inc.  All dividends declared in fiscal 2018 were from subsidiaries and resulted from the 

Corporate Reorganization.   

 
The Company incurred a loss of $4,532,551 in 2018 compared to earnings of $296,316 in 2017 driven by a decline in 
Revenue as two significant customers did not repeat their orders, impacts to Gross Margin driven by adjustments to 
inventory and royalty expenses. During the year management updated its pricing estimate to valuating inventory. As 
a result, a one-time adjustment was made to cost of goods sold, lowering the Wholesale gross margin in 2018. In 
future years, management expects historically comparable gross margin performance. 
 
The adjustments to Gross Margin impacted the Company’s earnings and rates of return, with Gross Margin Percentage 
dropping by 1,157 bps from 2017. The Company expects gross margin rates to return to historically comparable levels 
in 2019 without the need for further inventory and royalty adjustments. 
 
Additional details are found in section 6.2 Consolidated Results of Operations in Detail. 
 

6.1 Discussion of Operations 

 
During 2018 High Tide embarked on its strategy to enter the recreational cannabis industry. High Tide was incorporated 
and acquired ownership of its subsidiaries (50.1% of Kushbar). Executive management was hired, and a team 
assembled to pursue licencing applications with the Alberta Gaming, Liquor and Cannabis (“AGLC”) agency.  
 
The Company completed a private brokered placement and a special warrant financing to raise funds necessary to 
build the retail network for Canna Cabana. Simultaneously High Tide pursued a Go-Public transaction and became a 
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public issuer on December 17th, 2018. The financial performance is a reflection of building teams, adjusting financial 
results for public disclosure and practice and completing capital financing activities.  
 
As of the date of writing this MD&A, High Tide has 10 retail Canna Cabana locations open 4 of which are selling 
cannabis and 6 are selling accessories awaiting AGLC approval to sell cannabis. Another 17 retail locations are under 
construction and leases and licences for an additional 5 are being held. Securing new significant customer contracts to 
supplement the decrease in sales volumes. The most notable was securing a sales contract with Aurora Cannabis Inc. 
to manufacture and distribute Aurora Cannabis Inc. products. A purchase order was received and executed prior to 
year-end, along with a 30% deposit from Aurora with an expected fulfilment to occur subsequent to year end.  
 
6.2 Consolidated Results of Operations in Detail 
 
Revenue 
 
Revenue in 2018 decreased by $1,244,480 compared to 2017 primarily due to the loss of large customer in Famous 
Brandz and reduced replenishment orders from another wholesale customer. One specific customer made purchases 
of $0.7 million with Famous Brandz in 2017. To maintain this level of orders, the customer desired an exclusive 
distribution agreement with Famous Brandz, which the Company was unwilling to accept. Another large customer 
decided to move away from cannabis products towards more tobacco and novelty-based products.  
 
The Company has been acquiring new customers and positioning itself to be a key accessories supplier in the Cannabis 
industry for 2019. During the year it entered into supply agreements with the Ontario Cannabis Store (“OCS”) and 
received a large purchase order from Aurora Cannabis Inc. 
 

The Company continues to improve its product offering having entered into new licensing agreements such as with 
Bravado Canada, A Division of Universal Music Canada Inc. to sell Guns N’ Roses-branded goods including bubblers, 
dugouts, grinders, hand pipes, rolling papers, trays, vaporizers, waterpipes and other smoking accessories.  
 

In 2018 the Company acquired properties and began construction on new retail locations under Canna Cabana to sell 
recreational cannabis in anticipation of its deregulation on October 17, 2018. Canna Cabana’s Canyon Meadows 
Calgary location held its soft opening on October 27, 2018. 
 
Gross Margin 
 

For the year ended October 31, 2018, gross margin declined by $1,598,061, primarily driven by adjustments to gross 
margin to value inventory. During the year management updated its pricing estimate to valuating inventory. As a 
result, a one-time adjustment was made to cost of goods sold, lowering the Wholesale gross margin in 2018. In future 
years, management expects historically comparable gross margin performance. 
 

While gross margin in the traditional businesses of RGR, Smoker’s Corner and Famous Brandz are anticipated to 
increase in the next year, Canna Cabana is expected to carry a lower gross margin rate with the sale of recreational 
cannabis. This business is forecasted to have a significant impact on sales mix. Consequently, management expects 
this business will help to improve gross margin dollars. 
 

Expenses 
 
Total expenses increased by $3,094,540 for the year ending October 31, 2018, compared to the same period during 
the prior year. The increase was an expected by-product of the Company’s growth efforts and expansion, to take 
advantage of the significant market opportunities created as a result of the deregulation of adult use cannabis across 
Canada (which officially occurred on October 17, 2018 with the introduction of Bill C-45). A large increase of the cost 
was related to salaries, wages and benefits expenses, which increased by $1,229,997 compared to 2017. The increase 
in staffing was due to the need for additional personnel, within both the Retail and the Corporate segments, required to 
facilitate the growth and to ensure the Company can take full advantage of the market opportunities. General and 
administrative expenses increased by $815,052 in 2018, compared to the same period in 2017 was also expected as 
a result of the expansion. Additionally, there was an increase in professional fees of $622,062 during the year ended 
October 31, 2018 compared to the same period in the prior year attributed to costs incurred in the preparation of the 
long-form prospectus and other related activities required in preparation for becoming a publicly-listed issuer. All other 
expenses (including other Income/(expenses) and excluding Tax and Other Comprehensive items) increased by 
$1,966,566 during the year ended October 31, 2018, as compared to the same period in the prior year. The increase 
in these costs was primarily driven by one-off costs: Related party balances written off ($1,419,006), discounts taken 
on accounts receivable ($474,730) and transaction costs associated with listing on the CSE ($491,018).  
 

The loss for the year ending October 31, 2018, was $4,532,551 versus net income of $296,316 in 2017, with revenues 
declining and expenses rising as outlined above. 
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7.0 Segment Operations  
(Information extracted from the Company’s Financial Statements) 
 

For the years ended October 31, 

$ Millions 

Wholesale Retail Corporate Total (3) 

2018 2017 
(Restated) 

2018 2017 
(Restated) 

2018 2017 
(Restated) 

2018 2017 
(Restated) 

Revenue 5.0 5.8 3.8 4.2 - - 8.8 10.0 

Gross Margin (0.2) 1.2 3.3 3.5 - - 3.1 4.7 

Rate (3.4%) 21.4% 87.3% 82.1% - - 35.5% 47.1% 

Total Expenses (1) (2.6) (2.2) (3.2) (1.6) (1.1) - (6.8) (3.7) 

Other Inc./(Exp)(2) (0.8) (0.1) 0.4 (0.5) (0.3) - (3.8) (0.4) 

(Loss)/Income (3.7) (1.1) 0.5 1.4 (1.4) - (4.5) 0.3 

(1) Total Expenses excludes foreign exchange, other income/(expense) and income taxes. 
(2) Other Inc/(Exp) includes foreign exchange, other income/(expense) and income taxes. 
(3) Values may not exactly sum due to rounding. 

 

7.1 Wholesale Segment Performance 
 
The Company’s Wholesale segment revenues declined from $5.8 million in fiscal 2017 to $5.0 million in fiscal 2018 
driven by the loss of one specific customer whose orders totaled $0.7 million in 2017. To maintain this level of orders, 
the customer desired an exclusive distribution agreement with Famous Brandz, which the Company was unwilling to 
accept. Excluding this one-time set of orders, revenues declined by $0.2 million as some customers moved away from 
smoking accessories and cannabis lifestyle products.  
 
Gross margins decreased to negative 3.4%, down from positive 21.4% in the prior year driven by adjustments to gross 
margin to value inventory. During the year management updated its pricing estimate to valuating inventory. As a result, 
a one-time adjustment was made to cost of goods sold, lowering the Wholesale gross margin in 2018. In future years, 
management expects historically comparable gross margin performance. 
 
Costs in the Wholesale segment increased in 2018 over 2017 primarily due additional investments being made in 
staffing costs to hire product and brand developers, as well as digital marketing specialists, to expand the product mix 
offering to remain competitive and further develop the brand.  
 
Wholesale incurred costs of $0.8 million in Other Inc/(Exp) driven by the write-off of a related party loan to E-Liquid 
Therapeutics (“ELT”), a company owned and operated by Raj’s sister. High Tide has loaned money to ELT over the 
course of the prior three years to help the company establish itself and secure its manufacturing process of E-Juice. 
This benefited High Tide by ensuring a stable supply at favourable rates however in 2018 management assessed that 
the loan would be uncollectable and has written it off. The write off was softened by a tax recovery. 
 
The Wholesale segment incurred a loss of $3.7 million, down from the loss incurred in the prior year of $1.1 million, for 
the reasons mentioned above. 
 

7.2 Retail Segment Performance 
 
The Company’s Retail segment demonstrated consistent performance year-over-year, which was in line with 
expectations. Sales for the year were slightly down by $0.4 million over their 2017 comparable values.  The nominal 
decrease was driven by a decrease in the number of corporate stores (to franchisees). As well as a decrease due to 
closing down Smoker’s Corner stores in order to revamp and rebrand them under the Canna Cabana brand.    
 
Management expects positive sales growth through fiscal 2019 now that cannabis for recreational use has been 
legalized and its retail expansion plan is being implemented. 
 
Gross margin percentage declined in 2018 as in 2017 owing to a decrease in the blended gross margin rate attributable 
to a change in sales mix. 2017 saw increased sales in electronic cigarettes, vaporizers and related products, which 
lower the blended average of gross margin. 2018 saw the sales mix shift favourably away from electronics. Canna 
Cabana is expected to carry a lower gross margin rate with the sale of recreational cannabis. This business is forecasts 
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to have a significant impact on sales mix. Consequently, it will dampen gross margin rates but help to improve gross 
margin dollars. 
 
Expenses increased significantly year ended October 31, 2018, compared to the same period in 2017, as the Company 
increased staffing costs and incurred expenses related to the construction of new retail stores under Canna Cabana.   
 

7.3 Corporate Segment Performance 
 
The Corporate segment does not earn revenues.  Rather it administers the other two segments (Wholesale and Retail) 
and is responsible for the executive management and financing needs of the business. 
 

7.4 Geographical Segments 
 
The following presents information related to the Company’s geographical segments: 

For the year ended October 31, 

 
Canada 
2018 ($) 

Canada 
2017 ($) 

USA 
2018 ($) 

USA 
2017 ($) 

Total 
2018 ($) 

Total 
2017 ($) 

 
Revenue (net of discount)  7,587,705 8,351,243 1,161,061 1,642,003 8,748,766 9,993,246 

 
Non-current assets: 
- Intangible assets 934,040 - - - 934,040 - 
- Property, plant and equipment 3,598,225 101,251 - - 3,598,225 101,251 
Total assets 25,786,280 10,481,507 136,214 631,497 25,922,494 11,113,004 

 
Sales performance by geography is attributable to the same reasons as the Wholesale Segment. 

While High Tide primarily operations in Canada, Famous Brandz pursues sales in the US. The Company maintains a 

service agreement with a third-party vendor to provide storage and distribution services in the US. Inventory is held in 

this location, but no other assets are held in the US.  

7.5 Summary of Quarterly Results 
 
(C$ in millions,  
except per share amounts) 

Q4 
2018 

Q3 
2018 

Q2 
2018 

Q1 
2018 

Q4 
2017 

Q3 
2017 

Q2 
2017 

Q1 
2017 

Revenue 2.1 2.2 1.7 2.7 2.5 3.0 2.1 2.4 

Income (Loss) Before OCI (3.8) (0.6) (0.4) 0.3 0.3 (0.6) 0.1 (0.1) 

Basic EPS (0.05) (0.00) (0.00) 0.01 0.00 0.04 0.01 (0.02) 

Diluted EPS (0.05) (0.00) (0.00) 0.01 0.00 0.04 0.01 (0.02) 

 
Note: Values may not exactly sum due to rounding. 
 
Aside from the seasonal increase in consumer spending leading up to the winter holiday period, which occurs in the 
first quarter of the Company’s fiscal year, seasonality is not a significant factor in the Company’s sales performance.  
Revenues were fairly consistent with the exception of non-recurring sales of $0.7 million in the third quarter of 2017 
and slightly lower sales in the second quarter of 2018.  In the second quarter of 2018, expenses increased as the 
Company began to expand its Canna Cabana business as well as initiating the listing process of High Tide on the CSE, 
a process which continued through the third and fourth quarters of fiscal 2018.   
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8.0 Liquidity 
 
At October 31, 2018, the Company had a working capital surplus of $14,919,817 (2017 – deficit of $10,297,428).  The 
improvement is mainly due to the acquisition of preference shares by High Tide in the amount of $18,629,100 as part 
of the Corporate Reorganization, as well as funds raised from share and special warrant financings. For the year ended 
October 31, 2018, the Company generated net operating cash outflows of $3,722,425 (2017 – inflows of $822,118).  
The negative income and cashflows are primarily from costs related to listing on the CSE, as well as additional staffing, 
retail store setup costs, and an increased marketing strategy, which was implemented as October 17, 2018 approached. 
Despite incurring a net cash outflow during the year ended October 31, 2018, the Company has a sufficient capital 
surplus to meet the Company’s obligations. The Company’s costs were ramped up during fiscal 2018 as a result of 
following through with the expansion and planned growth, in preparation of Bill C-45, allowing for the sale of recreational 
cannabis for adult use across Canada. As mentioned in Section 14: “Subsequent Events” within this MD&A, the 
Company continues to be successful in securing financing from various parties, enabling the Company to continue 
expansion while still having the ability to meet their obligations.  
 

8.1 Capital Management 
 
The Company’s objectives when managing capital resources are to: 
  

• Deploy capital to provide an appropriate return on investment to its shareholders;  

• Maintain financial flexibility to preserve the Company’s ability to meet financial obligations; and  

• Maintain a capital structure that provides financial flexibility to execute on strategic opportunities.  
 
The Company’s strategy is formulated to maintain a flexible capital structure consistent with the objectives as stated 
above and to respond to changes in economic conditions and the risk characteristics of the underlying assets. The 
Board of Directors does not establish quantitative return on capital criteria for management, but rather promotes year-
over-year sustainable profitable growth. The Company is not subject to any externally imposed capital requirements or 
covenants. The Company’s capital structure consists of equity and working capital. In order to maintain or alter the 
capital structure, the Company may adjust capital spending, raise new debt and issue share capital. The Company 
anticipates it will have adequate liquidity to fund future working capital, commitments, and forecasted capital 
expenditures through a combination of cash flow, cash on hand, and financings subsequent to the end of the year. 
 

8.2 Commitments  
 
The Company has commitments relating to operating leases for its office space and outlets under non-cancelable 
operating lease. The future minimal annual rental payments under these operating leases are as follows:  
 
 

As at October 31, 2018 2017 

Less than one year 2,336,351 385,935 

Between one and five years 10,102,939 567,065 

Greater than five years 2,532,099 - 

  14,971,389 953,000 

 
High Tide moved into a new warehouse and office building in the first quarter of calendar 2019, to house its expanded 
operations. The building was acquired by Grover Properties, a related-party under the control of Raj Grover and was 
leased to High Tide at fair market value. High Tide engaged an independent third-party, Cushman Wakefield, to be 
perform the fair market assessment of the lease. Leasehold improvements to develop the building were the 
responsibility of High Tide and are currently being finalized with the total cost estimated to be approximately $1.2 million. 
To secure the mortgage for the purchase of the building with an estimated value in excess of $4.0 million, a loan 
guarantee of up to $1.5 Million was provided by Smoker’s Corner. The Company has sufficient liquidity to meet these 
commitments. 
 
On August 16, 2018, High Tide announced that it entered into a distribution agreement for its "Famous X" line of lifestyle 
accessories with Evergreen, a division of Summit Distribution, LLC ("Evergreen"). The range of products being 
distributed under the agreement were developed by the Company's Famous Brandz entity and include but are not 
limited to bubblers, dugouts, grinders, hand pipes, rolling trays and waterpipes. Effective immediately, shipments of the 
"Famous X" product line, featuring familiar brands of Cheech & Chong's Up in Smoke and the Trailer Park Boys, will 
start being delivered to Evergreen's regional distribution centres across the United States. 
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In August 2018, Canna Cabana has entered into contracts totalling $7.2 million with three building contractors in 
Calgary and Edmonton for the construction of 27 retail outlets. Additional contracts for security services have been 
signed with a Calgary based security services company. 

On September 14, 2018, Famous Brandz announced that it entered into a Master Accessories Supply Agreement 
(“MASA”) with the Ontario Cannabis Store (“OCS”). The Agreement formalizes the supply of a variety of the Company's 
hand-blown glass smoking accessories from its "Famous X" line of convenient and cost-effective products, over a two-
year initial term with two-year renewal options held by the OCS. This MASA serving the province of Ontario, which is 
Canada's largest consumer market, validates Famous Brandz as a leading player in the cannabis accessories market.   
 
On September 18, 2018, Famous Brandz entered into a licensing agreement for certain merchandising rights to Guns 
N’ Roses with Bravado Canada, A Division of Universal Music Canada Inc. (the “License”). In exchange for royalties 
payable to the licensor, the License authorizes Famous Brandz to sell Guns N’ Roses-branded goods including 
bubblers, dugouts, grinders, hand pipes, rolling papers, trays, vaporizers, waterpipes and other smoking accessories. 
The License has a three-year term and features an unlimited global territory, with all products permitted to be sold via 
mass retail, specialty stores, independent retailers and e-commerce websites.  The Licenses will impose a minimum 
sales target, which the Company will be required to meet. Famous Brandz intends to continue to source licensing deals, 
such as the aforementioned, with an emphasis on sourcing deals with widely, internationally recognized brand names.  
 
The Company maintains additional licensing agreements which have been previously disclosed.  These licensing 
agreements have minimum sales targets or contractual payments to which the Company adheres. 
 
8.3 Capital Resources 
 
Aside from the items noted above under “Commitments”, the Company has committed to Smoker’s Corner store 

buildouts at two locations, which are expected to cost $0.2 million together. 

High Tide regularly reviews potential business acquisitions and combinations when and where accretive opportunities 
exist. Currently, High Tide has entered into six non-binding LOIs with potential businesses and has provided deposits 
of $0.9 million in total to progress the potential acquisitions.  
 

9.0 Off Balance Sheet Transactions 

The Company does not have any financial arrangements that are excluded from the Financial Statements as at October 
31, 2018, nor are any such arrangements outstanding as of the date of this MD&A.  
 

10.0 Transactions Between Related Parties 
 
As at October 31, 2018 and 2017, the Company had the following transactions with related parties as defined in IAS 

24 – Related Party Disclosures, except those pertaining to transactions with key management personnel in the ordinary 

course of their employment and/or directorship arrangements and transactions with the Company’s shareholders in the 

form of various financing 

10.1 Financing Transactions 

A non-controlling interest shareholder paid $60,661 for security deposits, on behalf of the Company, on new locations, 
with a portion of the funds being repaid by the Company prior to October 31, 2018.  As at October 31, 2018, the 
Company owed the non-controlling interest shareholder $36,174. The loan carries no interest and is due on demand. 

 

10.2 Operational Transactions 

The Company paid $2,617,832 to 1990299 Alberta Ltd. (2017 - $978,536), a company controlled by the President and 
CEO of the Company, for inventory purchases.  1990299 Alberta Ltd. primarily facilitates the import of goods and 
transfers these imported goods to the Company at the cost paid by 1990299 Alberta Ltd. which is fair value. The 
payments include $862,891 in advances as at October 31, 2018 ($2017 - $85,743) for expected product purchases, 
which is included in prepaid expenses, deposits and other receivables. Subsequent to the year end and up to the date 
of signing these consolidated financial statements, the Company provided further advances for the purchase of goods 
totalling $886,247 and received goods totalling $1,901,126. Subsequent to the year end on February 7, 2019, the 
Company incorporated a new wholly-owned subsidiary to conduct the inventory procurement activities on behalf of the 
Company and will not be utilizing the services of 1990299 Alberta Ltd. 

The Company carries on business and has franchise loans with two Smoker’s Corner franchisee locations, related by 
virtue of close family ties to the President and CEO of the Company.  All transactions, including the franchise 
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capitalization loans are at standard rates, terms and amounts offered to other franchisees.  One location has an 
outstanding receivable balance of $16,353 and the other location has an outstanding receivable balance $181,428 
outstanding as at October 31, 2018. Both franchise loans are in good standing. 

During the year, the Company wrote-off related party balances totalling $1,419,006 as follows: 

• The Company identified $296,189 in doubtful trade receivables from three separate Vapesense locations, a 
company controlled by the President and CEO of the Company.  Two of the locations have ceased operations 
during the year.  The third store continues to operate; however, its credit terms have been revoked.  

• Trade receivables in the amount of $28,127 from three companies controlled by the President and CEO were 
written off as the expenses were incurred during the corporate reorganization and have agreed to be borne by the 
Company.   

• Demand loan: In the prior years, the Company provided a demand loan to a company (the “Payor”) that is related 
by virtue of close family ties with the President and CEO of the Company.  The loan to the Payor assisted in product 
development and supply chain management and provided the Company with secured access inventory supply. 
The total amount outstanding as at October 31, 2018 was $1,093,750 which included $64,110 provided to the 
Payor during the year. During the year, purchases from the Payor has significantly reduced and in October 2018, 
management received new information that casted significant doubt on the Payor’s ability to remain a going 
concern and repay of the loan.  As a result, the loan receivable balance totaling $1,093,750 at October 31, 2018 
together with addition amount included in trade receivables totalling $940 was written off to bad debt expense.   

 
 
10.3 Other Transactions 

 
During the year, the Company recharged certain expenses to the CEO totalling $23,845. These items are included in 
prepaid expenses, deposits and other receivables. 

10.4 Executive Compensation 
 
The Company defines key management personnel as being the Chief Executive Officer (who is also the major 
shareholder and director), Chief Operating Officer, Chief Financial Officer, Chief Revenue Officer and Chief Strategy 
Officer.   

Key management compensation for the years ended October 31 is as follows: 

 

  2018 2017 

Salaries and other short-term employee benefits (1) 271,561 310,000 
Shares issued on private placement in lieu of payment 25,000 - 

Total 296,561 310,000 

1) Included in the total is $26,617 for the fair value of a Company vehicle provided to the CEO and $2,378 for a 
vehicle and telephone allowance paid to the CSO. None of the other directors were paid any fees or other 
emoluments during the years ended October 31, 2018 and 2017. 

 

10.5 Proposed Transactions 
 
As described in the Material Change Report dated December 21, 2018, subsequent to the end of the year, High Tide 
purchased 100% of the outstanding shares of two entities, SJV B.V. and SJV2 B.V., which are organized under High 
Tide B.V. and collectively operate as Grasscity.  High Tide is currently evaluating the fair value of various components 
of Grasscity and determining the fair value purchase price allocation.   
 

11.0 Other Information 

 

11.1 Equity Transactions 
 
During the year ended October 31, 2018, Famous Brandz issued 721 units of unsecured convertible debentures with 
warrants at a price of $1,000 per unit for total proceeds of $721,000. The debentures were converted into Class A 
common share of Famous Brandz prior to the transactions described under “Corporate Reorganization”.  
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Upon incorporation of High Tide on February 8, 2018, 2,760,000 (pre-share split: 1,000,000) Class A common shares 
at a price of $0.0073 per share (pre-share split: $0.02 per share), totalling $20,000 were issued. 
 
On February 28, 2018, the Company issued 6,128,304 (pre-share split: 2,220,400) Class A common shares at a price 
of $0.1949 per share (pre-share split: $0.538 per share) totalling $1,195,600 to acquire 100 Class A common shares 
of RGR from its shareholders and issued 45,128,840 (pre-share split: 16,351,029) Class A common shares at a price 
of $0.1949 per share (pre-share split: $0.538 per share) totalling $8,804,400 to acquire 88,044 preferred shares of RGR 
from its holders. These preferred shares have been eliminated upon consolidation. 
 
On February 28, 2018, the Company issued 6,024,252 (pre-share split: 2,182,700) Class A common shares at a price 
of $0.1949 per share (pre-share split: $0.538 per share) totalling $1,175,300 to acquire 100 Class A common shares 
of Smoker’s Corner from its shareholders and issued 50,358,603 (pre-share split: 18,245,871) Class A common shares 
at a price of $0.1949 per share (pre-share split: $0.538 per share) totalling $9,824,700 to acquire 98,247 preferred 
shares of Smoker’s Corner from its holders. These preferred shares have been eliminated upon consolidation. 
 
On April 30, 2018, the Company issued 30,324,120 (pre-share split: 10,987,000) Class A common shares at a price of 
$0.3623 per share (pre-share split: $1.00 per share) totalling $10,987,000 to acquire 58,517,012 Class A common 
shares of Famous Brandz from its shareholders.  
 
As part of the Corporate Reorganization, the Company issued 1,194,590 (pre-share split: 413,379) warrants with an 
exercise price of $0.4975 (pre-share split: $1.373) in exchange for 3,403,333 Famous Brandz’s warrants of which 
2,403,333 warrants related to the convertible debentures and 1,000,000 were other warrants. The 1,194,590 (pre-share 
split: 413,379) High Tide’s warrants were valued at $241,700 using Black Scholes option pricing model. 
As the price of the Class A common shares of the Company that were exchanged to acquire Class A common shares 
of RGR, Smoker’s Corner and Famous Brandz were higher, the Company has recorded the extra value paid against 
the accumulated losses amounting to $11,069,561. 
 
On May 2, 2018, the Company closed a private brokered placement offering for 10,225,800 (pre-share split: 3,705,000) 
common shares at $0.3623 per share (pre-share split: $1.00 per share), for gross proceeds totalling $3,705,000. The 
brokers’ fees consist of cash payment of $263,000 and 670,680 (pre-share split: 243,000) broker warrants, which are 
exercisable at $0.3623 each (pre-share split: $1.00 each). These warrants were valued at $157,547 using Black 
Scholes option pricing model. 
 
On August 22, 2018, the Company closed a private placement offering of Special Warrants for aggregate proceeds of 
$8,955,729. Pursuant to the Special Warrant offering, the Company issued 17,911,459 (pre-share split 6,489,659) 
warrants, at a price of $1.38 per Special Warrant. Each Special Warrant is automatically exercisable, with no additional 
consideration, into units of the Company on the date that the Company obtains receipt from the applicable regulatory 
securities authorities for the Qualifying Prospectus qualifying the distribution of the units of the Company issuable upon 
exercise of the Special Warrants. Each Special Warrant entitles the holder thereof to 2.76 (pre-share split: 1) Company 
common shares and 1.38 (pre-split 0.50) common share purchase warrants. Each full purchase warrant will be 
exercisable to acquire one common share at a price of $0.75 (pre-split $2.07) per purchase warrant until December 17, 
2020, being two years from the initial day of trading of the Company’s securities. On closing the Company paid the 
agents commissions of $582,122 and legal fees and expenses of $177,702. The Company issued 1,164,245 (pre-split: 
421,828) broker warrants to the agents with a fair value of $246,684 calculated using Black Scholes option pricing 
model. 

 
On October 2, 2018, the Company closed a private placement offering of Special Warrants for aggregate proceeds of 
$9,408,508.  Pursuant to the Special Warrant offering, the Company issued 18,817,015 (pre-share split 6,817,759) 
Special Warrants, at a price of $1.38 per Special Warrant.  Each Special Warrant is automatically exercisable, with no 
additional consideration, into units of the Company on the date that the Company obtains receipt from the applicable 
regulatory securities authorities for the Qualifying Prospectus qualifying the distribution of the Units of the Company 
issuable upon exercise of the Special Warrants. Each special Warrant entitles the holder thereof to 2.76 (pre-share 
split: 1) Company Common Shares and 1.38 (pre-split: 0.50) common share purchase warrants.  Each full purchase 
warrant will be exercisable to acquire one common share at a price of $0.75 (pre-split $2.07) per purchase warrant until 
December 17, 2020, being two years from the initial day of trading of the Company’s securities. On closing the Company 
paid the agents commissions of $611,553 and legal fees and expenses of $122,721. The Company issued 1,223,105 
(pre-split: 443,154) broker warrants to the agents with a fair value of $259,425 calculated using the Black Scholes 
option pricing model.  

 
On August 24, 2018, the shareholders approved by special resolution a stock split of the common shares of the 
Company at a ratio to be set by the Company’s Board of Directors, provided that not more than 5 and not less than 1 
post-split shares would be issued for each pre-split share.  By resolution made effective September 18, 2018, the 
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Company’s Board of Directors authorized a share split of the unissued, and issued and outstanding common shares of 
the Company such that 1 pre-split share would be converted to 2.76 post-split shares (1:2.76). The Articles of 
Amendment effecting the share-split were filed with the Registrar of Corporations (Alberta) on October 4, 2018.  
 
On October 17, 2018 The Company issued 800,000 common shares valued at $0.3623 per common share for the 
purchase of Smiley’s Cannabis & Budz Ltd.  Subsequent to the purchase, the assets, being a location lease in Okotoks, 
Alberta (including security deposits) and a development permit to operate a recreational cannabis store, which were 
valued at $289,840, were transferred into the Company’s name and Smiley’s was dissolved. As Smiley’s had not yet 
commenced operations, the transaction was treated as an asset acquisition. 
 

11.2 Legal Proceedings 
 
In August of 2018, High Tide entered into an agreement with a seller for the acquisition of a lease and associated 
development permit with the intention of operating a Canna Cabana retail cannabis store in that location. Subsequently, 
the seller decided not to honor the acquisition after accepting and signing the offer. High Tide pursued legal action to 
bind the seller to the original offer agreement or find an attractive remedy to the dispute. In January of 2019, the seller 
decided to honour the original agreement and the transaction to acquire the location was completed in February of 
2019.  
 

12.0 Financial Instruments and Risk Management 
 
The Company’s activities expose it to a variety of financial risks. The Company is exposed to credit, liquidity, and market 
risk because of holding certain financial instruments. The Company’s overall risk management program focuses on the 
unpredictability of financial markets and seeks to minimize potential adverse effects on the Company’s financial 
performance.  
 

Risk management is carried out by senior management in conjunction with the Board of Directors. As part of its risk 
mitigation strategy, in September of 2018, High Tide secured $3 million of Director’s and Officers insurance through 
Marsh Canada as underwritten by Encon.  Marsh Canada was also selected as the broker of record to source an 
insurance policy for each new Canna Cabana retail store. 
 

12.1 Fair value  
 

IFRS establishes a three-level hierarchy that prioritizes the inputs relative to the valuation techniques used to measure 
fair value. Fair values of assets and liabilities included in Level 1 of the hierarchy are determined by reference to quoted 
prices in active markets for identical assets and liabilities. Fair value of assets and liabilities in Level 2 are determined 
using inputs other than quoted prices for which all significant outputs are observable, either directly or indirectly. Fair 
value of assets and liabilities in Level 3 are determined based on inputs that are unobservable and significant to the 
overall fair value measurement. Accordingly, the Company has categorized its financial instruments carried at fair value 
into one of three different levels depending on the observability of the inputs employed in the measurement. The 
Company’s cash balance and marketable securities is subject to Level 1 valuation.  
 

The Company’s financial instruments consist of cash and cash equivalent to accounts receivable, loans receivable, 
accounts payable and accrued liabilities, and long-term loans. The carrying amounts of current assets and liabilities 
approximate their fair value due to their short period to maturity.  
 

Loans receivable are non-derivative financial assets with fixed or determinable payments that are not quoted in an 
active market. The fair values of notes receivable are not materially different to their carrying amounts, since the interest 
receivable on those notes is either close to current market rates or the notes are of a short-term nature. If collection of 
the amounts is expected in one year or less, they are classified as current assets. If not, they are presented as non-
current assets.  
 

For all borrowings, the fair values are not materially different to their carrying amounts, since the interest payable on 
those borrowings is close to current market rates. 
 

12.2 Credit risk  
 
Credit risk arises when one party to a financial instrument will cause a financial loss for the other party by failing to 
discharge its obligation. Financial instruments that subject the Company to credit risk consist primarily of cash, accounts 
receivable and marketable securities. The credit risk relating to cash and cash equivalents and marketable securities 
balances is limited because the counterparties are large commercial banks in Canada and the United States.  The 
amounts reported for accounts receivable in the statement of financial position is net of allowances for doubtful accounts 
and bad debts and the net carrying value represents the Company’s maximum exposure to credit risk. Accounts 
receivable (trade) credit exposure is minimized by entering into transactions with creditworthy counterparties and 
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monitoring the age and balances outstanding on an ongoing basis. Payment terms with customers are at the point of 
sales or within 30 days from invoice date for corporate customers. Sales to retail customers are required to be settled 
in cash or using major credit cards, mitigating credit risk.  
 
The following table sets forth details of the aging profile of accounts and the allowance for doubtful accounts:  
 

As at October 31,   2018  2017  

Current (for less than 30 days)   343,178 334,884  

31 – 60 days    232,579 174,777  

61 – 90 days    73,440 156,836  

Greater than 90 days   333,814 1,152,736  

Allowance for doubtful accounts  (127,790) (108,831) 

   855,221 1,710,402  

During the year-ended October 31, 2018, $396,148 (2017 – $23,931) in trade receivables were written-off due to bad 

debts. Individual receivables which are known to be uncollectible are written off by reducing the carrying amount 

directly. The remaining accounts receivable are assessed collectively to determine whether there is objective evidence 

that an impairment has been incurred but not yet been identified.  

For these receivables, the estimated losses are recognised in an allowance for doubtful accounts. The Company 

considers that there is evidence of a potential write down in carrying value if any of the following indicators are present: 

I. significant financial difficulties of the customer 

II. probability that the customer will enter bankruptcy or financial reorganisation, and 

III. default or delinquency in payments (more than 90 days overdue). 

Receivables for which an allowance was recognised are written off against the allowance when there is no expectation 

of recovering additional cash. 

Allowance losses are recognised in profit or loss within general and administrative expenses. Subsequent recoveries 

of amounts previously written off are credited against general and administrative expenses. 

Movements in the allowance for doubtful accounts of trade receivables that are assessed collectively are as follows: 

 
2018  2017  

At November 1, 108,831 119,999  

Provision for impairment recognised during the year 415,107 12,763  

Receivables written off during the year as uncollectible (396,148) (23,931) 

At October 31, 127,790 108,831  

As at October 31, 2018, three (2017 – five) customers accounted for 49% (2017 – 63%) of accounts receivable (trade), 

each with balances greater than 10%. 
 

The Company performs a regular assessment of collectability of accounts receivables. Specifically, for accounts 
receivable that are greater than 90 days, the majority of this balance is comprised of accounts with Franchisees, who 
represent $907,013 or 100% of long-term accounts receivable and 60% of the current accounts receivable greater than 
90 days. The Company monitors the financial performance and/or cash flows of its Franchisees through observation of 
their point of sale system, receipt of cash from customers, and maintains regular contact/discussions. The Company 
continues to receive payments from the Franchisees, and has assessed their amounts to be collectible, however a 
significant portion of the accounts will take more than one year to collect.  Accordingly, management has classified 
them as long term.  The Company has reviewed the expected payment schedule and discounted it using an average 
Franchisee credit adjusted rate of 11% resulting in the receivables being discounted by $474,730.  Subsequent to the 
period, the Company continues to receive payments from the Franchisees.  Further, the Company holds security over 
its Franchisees by way of holding the head lease to their operations and having the right to assume control of the 
Franchisee location and any operations governed by the applicable Franchise Agreement.  
 

13.0 Liquidity Risk  
 
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The Company 
generally relies on funds generated from operations and equity financings to provide sufficient liquidity to meet budgeted 
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operating requirements and to supply capital to expand its operations.  The Company has sufficient working capital to 
meet obligations as they come due.   
 
 
 
Maturities of the Company’s financial liabilities are as follows: 

 

Contractual cash 
flows ($) 

Less than one 
year ($) 

Between 1-5 
years ($) 

Greater than 5 
years ($) 

October 31, 2018     
Accounts payable and accrued liabilities 2,514,830 2,514,830 - - 
Shareholder loans 36,174 36,174 - - 
Finance lease obligation 23,440 6,127 17,313 - 

Total 2,574,444 2,557,131 17,313 - 

     
October 31, 2017     
Accounts payable and accrued liabilities 798,895 798,895 - - 
Shareholder loans 209,938 209,938 - - 
Finance lease obligation 54,740 32,907 17,412 4,421 

Total 1,063,573 1,041,740 17,412 4,421 

 

13.1 Interest Rate Risk  
 
The Company is not exposed to significant interest rate risk as its interest-bearing financial instruments carry a fixed 
rate of interest.  The Company is not exposed to pricing risk as it intends to settle the liabilities in the normal course of 
operations. 
 
13.2 Foreign currency risk  
 
Foreign currency risk is defined as the risk that the fair value or future cash flows of a financial instrument will fluctuate 
because of changes in foreign exchange rates. The Company maintains cash balances and enters into transactions 
denominated in foreign currencies, principally in United States dollars, which exposes the Company to fluctuating 
balances and cash flows due to variations in foreign exchange rates. 

The Canadian dollar equivalent carrying amounts of the Company’s foreign currency denominated monetary assets 

and monetary liabilities as at October 31 were as follows: 

(Canadian dollar equivalent amounts of US dollar balances)   2018  2017  

Cash   89,754  211,428  
Accounts receivable (including long term portion)  522,160  51,034  
Marketable securities  -  246,884  
Loans receivable  -  1,029,640  
Accounts payable and accrued liabilities    (217,735) (235,071) 

Net monetary assets   394,179  1,303,915  

 
Assuming all other variables remain constant, a fluctuation of +/- 5.0 percent in the exchange rate between the United 
States dollar and the Canadian dollar would impact income before tax by approximately $20,000 (2017 - $18,000). To 
date, the Company has not entered into financial derivative contracts to manage exposure to fluctuations in foreign 
exchange rates. 
 

13.3 Contingent Liability  

 
An action with the Court of Queen’s Bench (Alberta) (the “QB Claim”) and a complaint with the Human Rights Tribunal 
(Alberta) (the “HR Complaint”) was filed by a former employee. The amount claimed by the former employee is 
approximately $200,000 plus interest and other costs.  The Company has calculated a provision based on the amount 
claimed and the probability of the QB Claim being successful which is included in general and administration expenses.  
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14.0 Subsequent Events  
 
Subsequent to the year end the Company had the following significant events: 
 

I. On November 1st, 2018, the Company purchased all the assets of 2107746 Alberta Ltd. and MK Light It Up 
Inc. which had been operating a Smoker’s Corner Franchise on Edmonton Trail in Calgary Alberta. The assets 
which included the Franchise Rights, Leaseholds and Inventory were purchased for the amount $371,013 with 
$200,409 being settled in cash and the balance being used to settle all outstanding debts between MK Light 
It Up Inc., Smoker’s Corner Ltd. and RGR Canada Inc. The Company intends to use this location to open a 
Canna Cabana retail store.  
 

II. On November 20, 2018, the Company filed its final prospectus in connection with its proposed public offering. 
The final prospectus qualified, and the Company distributed, 36,728,474 common shares and 18,364,236 
common share purchase warrants from the Special Warrants financings.  
 

III. On November 21, 2018, the Company granted 9,262,500 incentive stock options to various officers, directors 
and consultants. The Options are exercisable at $0.50 per option for a period of three years from the date of 
grant. Subsequent to the grant, 500,000 options were forfeited, unexercised.   
 

IV. November 28, 2018, the Company entered into an agreement for a brokered private placement for the sale of 
up to 20,000 convertible debentures of the Company, at a price of $1,000 per debenture for gross proceeds 
of up to $20,000,000.  The net proceeds of the offering will be used by the Company to fund retail acquisitions, 
Canna Cabana and Smoker’s store upgrades, for strategic acquisition opportunities as well as for general 
working capital purposes.  The debentures will bear interest at a rate of 8.5% per annum, payable on the last 
business day of each calendar quarter.  The debentures are convertible to common shares of the Company 
at a price of $0.75 per common share and will mature two years from the closing of the offering.  The lead 
agent has the option, in its discretion, to arrange for the purchase of up to an additional $20,000,000 in 
debentures, for total proceeds of up to $40,000,000.  The first closing occurred on December 13, 2018 issuing 
11,330 debentures at a price of $1,000 per debenture for gross proceeds of $11,330,000. 
 

V. In December 6, 2018, the Company, through its newly formed Dutch subsidiary, High Tide Inc. B.V., entered 
into a share purchase agreement to acquire all of the issued and outstanding shares of two entities, SJV B.V. 
and SJV2 B.V. (collectively “Grasscity”) that together operate under the name Grasscity.  The transaction 
closed on December 19, 2018.  As per the terms of the agreement, the final purchase price paid by the 
Company was €5,883,820 (approximately $8.96 million), which was calculated by taking the purchase price 
as per the agreement of €4,440,196 (approximately $6.76 million) plus payment of existing debts assumed by 
the Company, which at the time of closing totalled €1,443,624 (approximately $2.20 million). Grasscity 
shareholders were paid through the issuance of 8,410,470 Special Warrants at a deemed price of €2,775,000 
(8,410,470 Special Warrants at $0.50 per Special Warrant totalling $4.20 million) on the signing of the share 
purchase agreement that automatically converted to common shares at no additional cost to the vendors upon 
closing of the transaction. The remainder of consideration was paid in cash totalling €3,108,820 
(approximately $4.73 million) of which cash of €555,000 ($856,586) was deposited during the year ended 
October 31, 2018, included in business acquisition deposit in prepaid expenses, deposits and other 
receivables. In connection with the Grasscity acquisition transaction, the Company also deposited cash for 
certain legal and other fees totalling $40,074 during the year, which is also included in business acquisition 
deposit in prepaid expenses, deposits and other receivables. 
 

VI. The share purchase agreement also provides a share price compensation mechanism to the sellers by way 
of share put option agreement to provide protection in the event that the consideration common shares 
received by the sellers is valued at less than €2,775,000. The agreement provides for the sellers to trigger a 
top up value in either cash or share consideration once per quarter for a period of one year following the 
closing and up to a maximum received value of €2,775,000. The value of the share is to be determined based 
on the agreement by reference to volume-weighted average price of the Company’s common shares over the 
ten days period to the date of the put exercise notice. 
 

VII. As of the date of authorization of this MD&A by the Board of Directors, the initial accounting of this business 
combination has not been completed and therefore the fair value of the net assets acquired cannot be 
determined and disclosed. 
 

VIII. The Company completed the process to become a listed entity on the CSE. Shares of the Company began 
trading on December 17, 2018. Transaction costs relating to the public listing incurred during the year ended 
October 31, 2018, totalled $491,018. 
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IX. On January 31, 2019, the Company became listed on the Frankfurt Stock Exchange under the securities 
identification code ‘WKN: A2PBPS’ and the ticker symbol ‘2LY’.  
 

X. Subsequent to year end, the Board of Directors will seek approval from the shareholders at the Company’s 
annual general meeting, through a special resolution, to reduce its stated capital, in accordance with Part V, 
paragraph 37 of the Business Corporations Act, and reduce its retained deficit by $29,698,661 (the 
“Reduction Amount”). The Reduction Amount was created by the increased value of the common shares 
issued on the corporate re-organization. Management feels that this increase in stated capital and reduction 
of accumulated earnings is not reflective of the nature or performance of the business which has operated 
profitably for many years as evident by the positive retained earnings prior to the accounting adjustments 
arising on the corporate reorganization. If the special resolution passes, High Tide will reflect the impact of the 
adjustment to the shareholders’ equity section of the consolidated statement of financial position during fiscal 
2019. For illustrative purposes, based on October 31, 2018 balances, the resolution, if it was passed during 
fiscal 2018, would have had the following impact on the shareholder’s equity section: 
 

Shareholders’ equity  Pre-Resolution  

Reduction of 

stated capital  

Post-

Resolution 

Share capital  $ 35,694,842  $ 29,698,661  $ 5,996,181  

Special Warrants   16,904,085   -   16,904,085  

Warrants   905,356   -   905,356  

Accumulated deficit  (30,176,036)  (29,698,661)  (477,375) 

Equity attributable to owners of the 

Company $ 23,328,247  $ -  $ $ 23,328,247 

 


