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MANAGEMENT DISCUSSION AND ANALYSIS 

Xanthic Biopharma Inc. (formerly Aurquest Resources Inc.) (“Xanthic” or the “Company” or the “Corporation”) 
was incorporated under the Ontario Business Corporations Act.  Xanthic was acquired by Xanthic Biopharma 
Limited in a reverse takeover transaction completed on December 15, 2017.  Xanthic is in the business of 
cultivation, processing and retailing of cannabis, tetrahydrocannabinol, cannabidiol (“CBD”), and cannabis-infused 
consumer products.  Over the next 12 months, the Company intends to expand its retail and wholesale cannabis 
businesses as well as its CBD consumer products business through a combination of strategic partnerships, merger 
and acquisition activity, and organic license capture.  The Company’s objectives are to establish retail cannabis 
locations, or otherwise apply for such licenses, in various states within that timeframe, pursuant to state laws.  Such 
activity will focus on those certain states where cannabis has been legalized for medical and/or recreational use at 
the state level. 

The Corporation’s registered office is 77 King St. West Suite 2905, Toronto, Ontario, M5K 1H1.  

This Management’s Discussion and Analysis (“MD&A”) has been prepared with an effective date of 
November 26, 2018 and provides an update on matters discussed in, and should be read in conjunction with, 
the Corporation’s audited financial statements, including the notes thereto, as at and for year ended June 30, 
2018 (the “2018 Audited Consolidated Financial Statements”) and the unaudited condensed interim 
consolidated financial statements for the three months ended September 30, 2018 (the “September 2018 
Interim Financial Statements”), which have been prepared using International Financial Reporting 
Standards (“IFRS”).  

All amounts are in United States dollars unless otherwise specified. Tabular dollar amounts, unless otherwise 
specified, are in dollars, except for per unit or per share amounts.  This MD&A contains forward looking 
statements that are based on certain estimates and assumptions and involve risks and uncertainties.  Actual 
results may vary materially from management’s expectations.  See the “Caution Concerning Forward Looking 
Statements” section in this MD&A. 

In this MD&A, reference is made to gram equivalents, “all-in” cost of sales, gross profit before fair value 
adjustments, adjusted gross margin, adjusted EBITDA, capital and intangible asset expenditures – wholly owned 
subs which are not measures of financial performance under IFRS. The Corporation calculates each as follows: 

“Gram equivalents” include both grams of dried cannabis as well as grams of cannabis oil as derived using the an 
‘equivalency factor’ of 1 gram per 4.5 mL of cannabis oil, prior period ‘equivalency factor’ of 1 gram per 4.5 mL of 
cannabis oil. Management believes this measure provides useful information as a benchmark of the Corporation 
against its competitors. 

“All-in” cost of sales of dried cannabis per gram is equal to production costs less the costs of accessories less 
cannabis oil conversion costs (“cost of sales of dried cannabis”) plus (minus) increase (decrease) in plant inventory 
divided by gram equivalents of cannabis sold in the quarter. This measure provides the cost per gram of dry 
cannabis and gram equivalent of oil sold before the packaging and post harvesting processing costs to create oil or 
other ancillary products. 

Gross profit before fair value adjustments is equal to gross profit less the non-cash increase (plus the non-cash 
decrease) in the fair value adjustments on sale of inventory and on growth of biological assets, if any. Management 
believes this measure provides useful information as it removes fair value metrics tied to increasing stock levels 
(decreasing stock levels) required by IFRS. 

Adjusted gross margin is gross profit before fair value adjustments divided by revenue. Management believes this 
measure provides useful information as it represents the gross profit based on the Corporation’s cost to produce 
inventory sold and removes fair value metrics tied to increasing stock levels (decreasing stock levels) required by 
IFRS. 



Adjusted EBITDA is net income (loss), plus (minus) income taxes (recovery) plus (minus) finance income, net, plus 
amortization, plus share-based compensation, plus (minus) non-cash fair value adjustments on sale of inventory and 
on growth of biological assets, plus impairment of intangible assets, plus transaction costs, plus (minus) loss (gain) 
on disposal of capital assets, plus (minus) loss (gain) on foreign exchange, plus (minus) loss (gain) on marketable 
securities, plus (minus) loss (gain) from equity investee, minus deferred gain on sale of intellectual property, plus 
(minus) loss (gain) on dilution of ownership in equity investee, plus (minus) unrealized loss (gain) on convertible 
notes receivable, plus (minus) loss (gain) on long-term investments and certain one-time non-operating expenses, as 
determined by management. Management believes this measure provides useful information as it is a commonly 
used measure in the capital markets and as it is a close proxy for repeatable cash generated by operations. 

These measures are not necessarily comparable to similarly titled measures used by other companies. 

 

CAUTION CONCERNING FORWARD-LOOKING STATEMENTS 

Certain statements in this MD&A may contain “forward-looking information,” within the meaning of applicable 
securities laws, including the “safe harbour provisions” of the Securities Act (Ontario) with respect to the 
Corporation. Such statements include, but are not limited to, statements with respect to expectations, projections, or 
other characterizations of future events or circumstances, and our objectives, goals, strategies, beliefs, intentions, 
plans, estimates, projections and outlook, including statements relating to our plans and objectives, or estimates or 
predictions of actions of customers, suppliers, competitors or regulatory authorities. These statements are subject to 
certain risks, assumptions and uncertainties that could cause actual results to differ materially from those included in 
the forward-looking statements. The words “believe”, “plan”, “intend”, “estimate”, “expect”, or “anticipate”, and 
similar expressions, as well as future or conditional verbs such as “will”, “should”, “would”, and “could” often 
identify forward-looking statements. We have based these forward-looking statements on our current views with 
respect to future events and financial performance. With respect to forward looking statements contained in this 
MD&A, the Corporation has made assumptions and applied certain factors regarding, among other things: future 
product pricing; costs of inputs; its ability to market products successfully to its anticipated clients; reliance on key 
personnel; the regulatory requirements; the application of federal and state environmental laws; and the impact of 
increasing competition. These forward-looking statements are also subject to the risks and uncertainties discussed in 
the “Risks Factors” section of the CSE listing Statement as filed on SEDAR and elsewhere in this MD&A and other 
risks detailed from time to time in the publicly filed disclosure documents of the Corporation which are available at 
www.sedar.com. Forward-looking statements are not guarantees of future performance and involve risks, 
uncertainties, and assumptions which could cause actual results to differ materially from the conclusions, forecasts, 
or projections anticipated in these forward-looking statements. Because of these risks, uncertainties, and 
assumptions, the reader should not place undue reliance on these forward-looking statements. The Corporation’s 
forward-looking statements are made only as of the date of this MD&A, and except as required by applicable law, 
the Corporation undertakes no obligation to update or revise these forward-looking statements to reflect new 
information, future events or circumstances. 

 

GOING CONCERN ASSUMPTION AND EARLY STAGE CORPORATION 

The Corporation was incorporated March 15, 2017.  The Corporation’s ability to continue as a going concern is 
dependent upon the ability to raise the necessary capital to finance development the Corporation’s business strategy 
of a premium cannabinoid brand offering scientifically proven relief through easy, innovative, and contemporary 
non-combustible methods and expansion of its Nevada Organic Remedies LLC (“NOR”) business activities in 
Nevada.  The 2018 Audited Consolidated Financial Statements do not give effect to any adjustments which would 
be necessary should the Corporation be unable to continue as a going concern and therefore be required to realize its 
assets and discharge its liabilities in other than the normal course of business. The amounts the Corporation may 
realize on the disposition of its assets or the discharging of its liabilities in other than the normal course of its 



business may be significantly different than the carrying value of these assets and liabilities as reflected in the 2018 
Audited Consolidated Financial Statements. 

 

OVERVIEW OF THE CORPORATION 

Description of Business 

Xanthic is in the business of cultivation, processing and retailing of cannabis, tetrahydrocannabinol, cannabidiol 
(“CBD”), and cannabis-infused consumer products.  Over the next 12 months, the Company intends to expand its 
retail and wholesale cannabis businesses as well as its CBD consumer products business through a combination of 
strategic partnerships, merger and acquisition activity, and organic license capture.  The Company’s objectives are 
to establish retail cannabis locations, or otherwise apply for such licenses, in various states within that timeframe, 
pursuant to state laws.  Such activity will focus on those certain states where cannabis has been legalized for medical 
and/or recreational use at the state level. 

With the NOR acquisition completed on September 4, 2018, the Corporation has a vertically-integrated cannabis 
company operating in the State of Nevada, which holds licenses for dispensing, cultivating, producing and 
distributing cannabis to both medical and retail marijuana customers. Through its cultivation and production 
operations, NOR produces high quality medical and retail marijuana products that are sold through its retail location 
and sold wholesale to various other dispensaries. NOR’s Las Vegas area dispensary is considered a premier 
dispensary, receiving top ratings by multiple local publications. NOR operates its dispensary under the brand “The 
Source” and offers a comprehensive line of medicinal and retail marijuana, edibles, concentrates, CBD, and topicals. 
Since July 1, 2017, with expanded legalization in Nevada, NOR’s customer base has expanded to include “adult-
use” or retail customers, who do not require a prior medical diagnosis and applicable registration in order to legally 
purchase cannabis.  Additionally, NOR produces a line of high quality medical and recreational products under the 
name 8|fold. 

Recent Developments 

On September 4, 2018, the Corporation through GGB Nevada LLC (“GGB Nevada”), a wholly-owned subsidiary, 
completed the previously announced purchase of NOR from its members (“NOR Members”) pursuant to which it 
acquired (the “NOR Acquisition”) 95% of the outstanding membership interests of NOR for aggregate consideration 
of $56,750,000 payable by a combination of cash, and a promissory note.  On July 16, 2018, Xanthic borrowed 
$2,000,000 from Green Growth Brands Ltd. (“GGB”) pursuant to a promissory note with a due date of December 1, 
2018 and bears interest at a rate of 6% per annum and on July 17, 2018, Xanthic advanced the proceeds of the loan 
to GGB Nevada which in turn made a payment of $2,000,000 to NOR as a deposit on the NOR Agreement.  Further, 
Xanthic borrowed an additional $30,347,500 from GGB pursuant to the terms of a loan agreement (the “Loan 
Agreement”) dated August 30, 2018. The proceeds were used to make the initial cash payment required pursuant to 
the NOR Agreement in connection with the closing of the NOR Acquisition.  In addition, on closing of the NOR 
Acquisition, GGB Nevada delivered to the NOR Members a secured promissory note (the “Purchase Note”) in the 
principal amount of $21,565,000.  The Purchase Note matures on March 3, 2019 and bears interest at 6% per annum 
and is fully secured by general security interest over the assets of NOR.  The Loan Agreement matures on the date 
that is 180 days from September 5, 2018, bears interest at 12% per annum and has been secured by a pledge over the 
shares of GGB Nevada.  The balance of the 5% or $2,837,500 to the NOR Members was satisfied by the issuance of 
common shares of the resulting issuer following completion of the business combination with GGB, which was 
completed November 9, 2018, subsequent to September 30, 2018. 

On November 2, 2018, the Xanthic shareholders overwhelming approved the business combination agreement with 
GGB, which was previously announced, and through which Xanthic entered into an arm's length business 
combination agreement, dated July 13, 2018 (as amended by agreement between Xanthic and GGB dated August 30, 
2018, the “Definitive Agreement”) to combine Xanthic and GGB by way of amalgamation (the “Amalgamation”) 
between GGB and a wholly-owned subsidiary of Xanthic (“Subco”) to form one company as a wholly-owned 
subsidiary of Xanthic (the “Business Combination”).  



GGB is a lifestyle-oriented, consumer products company that celebrates health, wellness and happiness. GGB is 
focused on the medicinal and recreational cannabis sector in both the United States and Canada and is the parent 
company of the CAMP brand. GGB is led by the widely-renowned retailer Peter Horvath. The Business 
Combination represents the initial step in GGB’s strategy to grow its international footprint, through partnerships 
with cannabis cultivators and processors across Canada and the United States.  While GGB’s principal focus will be 
to build a retail network, it will leverage Xanthic’s expertise in the science of tetrahydrocannabinol (“THC”) and 
CBD, the two key active ingredients in cannabis. 

Following completion of the Business Combination, shareholders of GGB hold approximately 86% of the common 
shares (the “Resulting Issuer Shares”) of the resulting issuer (the “Resulting Issuer”) (excluding any Resulting Issuer 
Shares that become issuable pursuant to the terms of GGB’s private placement of convertible debentures (the 
“Debenture Private Placement”) and subsequent GGB private placement of subscription receipts (the “Subscription 
Receipt Private Placement”).  It is anticipated that the Resulting Issuer will operate under the name “Green Growth 
Brands Ltd.” after effecting a name change (the "Name Change") with the Resulting Issuer Shares listed and posted 
for trading on the Canadian Securities Exchange (the “Exchange” or the “CSE”).   The Corporation resumed trading 
on the CSE on November 13, 2018. 

Resulting Issuer 

The following table sets forth the pro forma capitalization of the Resulting Issuer after giving effect to the Business 
Combination and the 4 for 1 share consolidation but prior to giving effect to the Subscription Receipt Private 
Placement and the Debenture Private Placement: 

Equity 
(Resulting Issuer Shares) 

 Shares(1) 
(#) 

 Shares(2) 

(%) 

Held by current GGB Shareholders   103,526,364  87.8% 

Held by current Xanthic Shareholders that are insiders of Xanthic  1,513,333  1.3% 

Held by current Xanthic Shareholders that are not insiders of Xanthic  12,923,303  10.9% 

Total   117,963,000  100% 

 

(1) Does not give effect to exercise and/or conversion of issued and outstanding Xanthic convertible securities. 
(2) Expressed on a non-diluted basis.  

 
Corporate Outlook and Strategy 

The Corporation is in its startup phase, as previously noted, and, following the Business Combination with GGB the 
Corporation’s business strategy is to be a premium cannabinoid brand offering scientifically proven relief through 
easy, innovative, and contemporary non-combustible methods.   

The Corporation’s strategy will be focused initially in certain states in the United States where cannabis has been 
legalized for recreational or medical use.  Over the next twelve months, the Corporation intends to expand its retail 
and wholesale cannabis businesses, as well as its CBD consumer products businesses through a combination of 
strategic partnerships, merger and acquisition activity, and organic license capture. Its objectives are to establish 
retail cannabis locations, or otherwise apply for such licenses, in various states within that timeframe, pursuant to 
state laws as fully outlined in the Corporation’s CSE Listing Statement as can be found on SEDAR. 

NOR Acquisition Accounting 

On September 4, 2018, as previously mentioned the Corporation completed the acquisition of NOR, a cultivator, 
processor, and retailer of cannabis and cannabis-infused products.  The Corporation purchased through GGB 
Nevada, a wholly-owned subsidiary of the Corporation 95% of the outstanding membership interests of NOR for 
aggregate consideration of $56,750,000 payable by a combination of cash, and a promissory note.  On July 16, 2018, 



Xanthic borrowed $2,000,000 from GGB pursuant to a promissory note with a due date of December 1, 2018 and 
bears interest at a rate of 6% per annum. On July 17, 2018, Xanthic advanced the proceeds of the loan to GGB 
Nevada which in turn made a payment of $2,000,000 to NOR as a deposit on the NOR Agreement.  Further, Xanthic 
borrowed an additional $30,347,500 from GGB pursuant to the terms of a Loan Agreement dated August 30, 2018. 
The proceeds were used to make the initial cash payment required pursuant to the NOR Agreement in connection 
with the closing of the NOR Acquisition.  In addition, on closing of the NOR Acquisition, GGB Nevada delivered to 
the NOR Members a secured promissory note in the principal amount of $21,565,000.  The promissory note matures 
on March 3, 2019 and bears interest at 6% per annum and is fully secured by general security interest over the assets 
of NOR.  The Loan Agreement matures on the date that is 180 days from September 5, 2018, bears interest at 12% 
per annum, and has been secured by a pledge over the shares of GGB Nevada.  The balance of 5% or $2,837,500 to 
the NOR Members was satisfied by the issuance of common shares of the resulting issuer following completion of 
the business combination with GGB, which was completed November 9, 2018, subsequent to September 30, 2018.   

The acquisition has been accounted for as a business acquisition and includes the operating results of NOR for the 
26 -day period from the acquisition date.   

Below is a preliminary breakdown of the purchase price allocated to the assets acquired.  Remeasurement may be 
made up to September 3, 2019 (one year after the transaction per IFRS 3.45). 

 

 

OVERALL FINANCIAL PERFORMANCE AND HIGHLIGHTS 

 

Fair value of consideration paid:
Cash 32,347,500$            
Promissory note 21,565,000              
Common Shares 2,837,500                

56,750,000              

Cash 877,027$                 
Accounts receivable 276,449                   
Other receivables 58,777                     
Inventory 1,624,095                
Property, plant and equipment 347,704                   
Intangible assets 32,235,000              
Goodwill 22,144,742              
Accounts payable and accrued liabilities (813,794)                 

56,750,000$            

Purchase price allocation:
Net Identifiable assets acquired 34,605,258$            
Goodwill 22,144,742              
Total acquired 56,750,000$            
Non-controlling interest (2,837,500)              
Total attributed 53,912,500$            

For the three months ended September 30, 2018 2017
Revenue 1,770,595$                -$                           
Revenue per sq ft. (annualized) 11,277                       -                             
Grams equivalent sold 230,694                     -                             
Production costs 876,267                     -                             
"All-in" cost of sales of dried cannabis / gram 1 3.80                           -                             
Adjusted gross margin 51% -                             
Adjusted EBITDA (688,041)                    (59,573)                      
Cash and cash equivalents 1,520,552                  787,551                     
Working capital (54,786,473)$             517,604$                   
1 - Non-GAAP measure



• Revenue reflects revenue from NOR operations from September 4, 2018 to close of the period at 
September 30, 2018. 

• NOR continues to enjoy one of the highest sales per sq. ft. in the industry in Nevada as evidenced by its 
annualized $11,277 per sq. ft. rate.   

• NOR’s “All in” cost of sales of dried cannabis is $3.80 for the period since the acquisition date to the end 
of the period. 

• The Corporation’s adjusted gross margin percentage for the period ended September 30, 2018 was 51%. 
This is consistent with management’s expectations. 

• The Corporation’s negative working capital at September 30, 2018 is a result of the funds borrowed from 
GGB in connection with the acquisition of NOR.  The loans were subsequently settled and eliminated on 
the closing of the Business Combination, which occurred on November 9, 2018. 

Below is a summary of the Corporation financial performance for the three months ended September 30, 2018.  
During the three months ended September 30, 2018 the Corporation had a net loss from operations of $533,887. 
This compares to a net loss of $59,573 in the same period of the prior year. 

 

Adjusted EBITDA 

Adjusted EBITDA is a non-GAAP financial measure that does not have any standardized meaning prescribed by 
IFRS and may not be comparable to similar measures presented by other companies. The Corporation calculates 
adjusted EBITDA from operations as net income (loss), plus (minus) income taxes (recovery), plus (minus) finance 
income, net, plus amortization, plus share-based compensation, plus (minus) non-cash fair value adjustments on sale 
of inventory and on growth of biological assets, plus impairment of intangible assets, plus transaction costs, plus 
(minus) loss (gain) on disposal of capital assets, plus (minus) loss (gain) on foreign exchange, plus (minus) loss 
(gain) on marketable securities, plus (minus) loss (gain) from equity investee, minus deferred gain on sale of 
intellectual property, plus (minus) loss (gain) on dilution of ownership in equity investee, plus (minus) unrealized 
loss (gain) on convertible notes receivable, plus (minus) loss (gain) on long-term investments and certain one-time 
non-operating expenses, as determined by management, all as follows: 

 

During the three months ended September 30, 2018 the Corporation had an adjusted EBITDA loss of $688,041 
compared with $59,430 in the same period of the prior year.   During the three months ended of the prior year the 
Corporation had just been formed and was formulating its team and business strategy.  

NOR Operating Results 

NOR produces high quality medical and retail marijuana products that are sold through its retail location and sold 
wholesale to various other dispensaries. NOR’s Las Vegas area dispensary is considered a premier dispensary, 
receiving top ratings by multiple local publications. NOR operates its dispensary under the brand “The Source” and 
offers a comprehensive line of medicinal and retail marijuana, edibles, concentrates, CBD, and topicals.  

For the three months ended September 30, 2018 2017

Revenue 1,770,595$                -$                           

Net loss from operations (533,887)                    (59,573)                      

Net Loss per share (0.01)$                        (0.01)$                        

For the three months ended September 30, 2018 2017

Sales and marketing 31,399$                     8,140$                       
Legal and professional 150,882                     1,762                         
General and administration 992,242                     49,488                       
Interest and bank charges 407,846                     40                              

1,582,369                  59,430                       
Adjusted EBITDA (688,041)                    (59,430)                      



NOR also operates 12,000 square feet of cultivation and production space. NOR’s cultivation capabilities include 
the use of energy-efficient LED lights during cultivation, integrated pest management practices that reduce the need 
for pesticides, and use of CO2 as a more environmentally conscious extraction method. NOR also utilizes rockwool 
as a growing medium, providing a more efficient use of space and reducing the waste of thousands of pounds of soil 
and soil amendments in the cultivation process. 

Revenue 

As previously indicated the Corporation completed the acquisition of NOR on September 4, 2018 and the following 
operating results of NOR reflect approximately one month of operating results of NOR since the acquisition date.   

Below is breakdown of revenue from NOR between its direct to consumer business and its wholesale business.  
NOR sells excess production capacity to other dispensaries in the state of Nevada.   

 

Gross profit 

 

Gross profit by sales channel 

 

NOR operates its own dispensary called “The Source” and sells direct to medical and recreational customers from 
this one location.  In addition, NOR sells its excess cultivation and production to other licensed dispensaries in the 
state.  As noted above, NOR has a 57% margin on its direct to customer sales channel and 32% margin on its 
wholesale sales channel for an overall average of 51% gross margin.  

NOR liquidity and capital resources  

Cash flow generated from NOR operations since the acquisition date of September 4, 2018 was $84,790.  NOR 
maintains and operates its own cash flow and capital resources to fund its operations.  As at September 30, 2018 
$1,083,000 in cash and cash equivalents and a positive working capital of $2,495,000. 

Fair value measurements 

In accordance with IFRS, the Corporation is required to record its biological assets at fair value.  During the main 
growth phase, the cost of each plant is accumulated on a weekly basis.  This occurs from the date of clipping from a 
mother plant up to the end of the twelfth week of growth.  For the remainder of the growing period, the cost of each 
plant continues to be accumulated on a weekly basis but also includes an allocation of the fair value of the plant.  At 
the time of harvest, the Corporation increases the carrying value of the harvested produce to its full fair value less 
costs to sell.   

At September 30, 2018, the Corporation’s inventory and biological assets consists of the following: 

For the three months ended September 30, 2018 2017 2018 2017

Direct to Consumer 1,304,645$                -$                           74% 0%
Wholesale 465,950                     -                             26% 0%

1,770,595                  -                             100% 0%

(Percentages)

For the three months ended September 30, 2018 2017 2018 2017

Revenue 1,770,595$                -$                           100% 0%

Cost of Sales
   Production costs (779,089)                    -                             -44% 0%
   Other cost of sales (97,178)                      -                             -5% 0%
Gross profit before fair value adjustments 894,328                     -                             51% 0%
Gross margin 51%

(Percentages)

For the three months ended September 30, 2018 2017 2018 2017

Direct to Consumer 744,041$                   -$                           57% 0%
Wholesale 150,287                     -                             32% 0%

894,328                     -                             51% 0%

(Percentages)



 

Inventory 

 

Biological assets  

 

Corporate Expenses 

 

During the three months ended September 30, 2018, the Corporation incurred $992,242 in general and 
administration costs which include salaries and consulting fees to senior management, accounting, corporate finance 
work and strategic advisory services. This compares to $49,488 in the same period of the prior year.  The 
Corporation, for the three months ended September 30, 2018 had $150,882 in legal and professional fees associated 
with investor relations and legal activities this compares to $1,762 in the same period of the prior year.  The increase 
in legal and professional relates to general legal general legal work on corporate governance and licensing the 
Corporation’s product.   

The Corporation incurred during the three months ended September 30, 2018 stock-based compensation expense of 
$139,355 in connection with stock options granted. This compares to nil in the same period of the prior year.  The 
Corporation incurred expenses in developing its brand, packaging and artistic elements in anticipation of its product 
launch in the latter half of 2018 of $31,399 compared with $8,140 in the same period of the prior year.   

The Corporation incurred interest and bank charges of $407,846 during the three months ended September 30, 2018 
compared with $40 in the same period of the prior year.  The interest relates to interest due on the loan payable to 
GGB.  Interest on this loan arrangements amounted to $411,300. 

The Corporation recorded a loss of $15,562 on its share of its equity accounted investment in Xanthic Beverages for 
the three months ended September 30, 2018.  Xanthic Beverages commenced operations in March 2018 with the 
Corporation’s investment of the initial USD$600,000.  The loss represents startup costs for Xanthic Beverages.  

 

September 30, 2018 June 30, 2018

Cannabis harvested 1,135,376$                         -$                                    
Cannabis oil 69,431                                -                                      
Packaging and supplies 177,664                              137,527                              

1,382,471$                         137,527$                            

Balance at June 30, 2018 -$                                    
Production costs capitalized 966,317                              
Changes in fair value less costs to sell due to biological transformation 371,881                              
Transferred to inventory (677,906)                             
Balance at September 30, 2018 660,292$                            

For the three months ended September 30, 2018 2017

General and administration 992,242$                   49,488$                     
Legal and professional fees 150,882                     1,762                         
Stock based compensaton 139,355                     -                             
Advertising and promotion 31,399                       8,140                         
Depreciation and amortization 12,553                       -                             
Loss on equity investment in Xanthic Beverages USA, LLC 15,562                       -                             
Interest and bank charges 407,846                     40                              
Foreign exchange loss (income) (6,551)                        143                            

1,743,288                  59,573                       
Net loss per share (0.01)$                        (0.01)$                        



  



SELECTED QUATERLY FINANCIAL INFORMATION 

 

• The Corporation current assets represent cash, accounts receivable, prepaids, inventory, biological assets 
and other receivables.  Current assets at September 30, 2018 include cash of $1,520,552. 

• The Corporation’s current liabilities include accounts payable, accrued liabilities, due to related parties, 
other financial liabilities in connection with the Xanthic Beverages purchase of $300,000 (see September 
2018 Interim Financial Statements Note 10), $2,837,500 in connection with settling the additional 5% 
interest in NOR (see September 2018 Interim Financial Statements Note 10) and interest-bearing loans of 
$53,912,500 (see September 2018 Interim Financial Statements Note 11). 

• June 30, 2018 quarterly loss includes stock-based compensation expense of $225,033. 
• December 31, 2017 net loss and comprehensive loss includes listing fees of $747,025. 

 

LIQUIDITY AND CAPITAL RESOURCES 

The Corporation has cash of $1,520,552, accounts receivable of $422,460, prepaids of $79,734, inventory of 
$1,382,471, biological assets of $660,292 and current liabilities of $58,851,982 as at September 30, 2018.  The 
Corporation’s, current liabilities include $53,912,500 in interest-bearing loans in connection with the purchase of 
NOR.  These facilities were secured by the pledge of the Corporation’s shares in its wholly owned subsidiary GGB 
Nevada.  Subsequent to September 30, 2018, on November 9, 2018 the Corporation closed the Business 
Combination with GGB.  GGB had raised in excess of $100 million in convertible debentures and a private 
placement.  On closing of the Business Combination, the Corporation settled the promissory notes and loan payable 
to the NOR Members and GGB.   

At September 30, 2018 the Corporation therefore has negative working capital of $54,786,473, however as indicated 
above on the closing of the Business Combination with GGB, the Company settled all outstanding interest-bearing 
loans. 

The Corporation plans to complete further financings over the next twelve months in order to fund its ongoing 
expenditures and execute on its business plan to get to break even cashflow.  However, there is no assurance that the 
Corporation will be successful in these endeavors. 

Outstanding Share Data 

At September 30, 2018, the Corporation had 57,746,547 common shares outstanding, 568,000 warrants outstanding 
and 2,608,000 stock options outstanding. 

On November 26, 2018, the Corporation had; post Business Combination and post share consolidation of the 
shareholder approved 4 for 1 share consolidation; 166,304,982 common shares outstanding, 38,194 proportionate 
voting shares outstanding, 19,097 proportionate voting warrants, 36,917,139 warrants outstanding and 475,000 stock 
options outstanding. 

 

  

For the three months ended, September 30, 2018 June 30, 2018 March 30, 2018 December 31, 2017 September 30, 2017 June 30, 2017

Current Assets 4,065,509$             1,234,842$             1,410,659$             1,005,563$             48,517$                  29,254$                  

Current Liabilities 58,851,982             717,238                  626,960                  255,969                  107,165                  89,422                    

Net loss from Operations (533,887)                (313,318)                (446,967)                (1,040,205)             (59,573)                  (81,203)                  

Net Loss per share (0.01)$                    0.01$                      (0.01)$                    (0.01)$                    (0.01)$                    (0.04)$                    



OFF BALANCE SHEET ARRANGEMENTS 

In the normal course of business, the Corporation has entered into arrangements with several third-party goods and 
services providers. In certain instances, the Corporation, directly and through its subsidiaries, has provided 
indemnities and/or guarantees to these third parties for the payment of goods or services provided, or otherwise. 
Generally, there are no pre-determined amounts or limits included in these arrangements, and the occurrence of an 
event that would trigger the Corporation’s obligations pursuant to these arrangements is difficult to predict. 
Therefore, the Corporation’s potential future liability cannot be reasonably estimated. 

 

COMMITMENT AND CONTINGENCIES 

The Corporation has the following outstanding commitments or contingencies: 

 

• The Corporation’s other financial liabilities are in connection with its equity investment with Xanthic 
Beverages.  As a condition in connection with the investment in Xanthic Beverages, the Corporation is 
obligated to pay either $300,000 or 600,000 in common shares of the Corporation if Xanthic Beverages 
achieves certain performance milestones.  The Corporation has assigned a 100% probability to Xanthic 
Beverages achieving these milestones.  In addition, included in other financial liabilities is $2,837,500 of 
the purchase price of NOR which will be settled in common shares for the remaining 5% on closing of the 
Business Combination with GGB. 

• The Corporation’s interest-bearing loans are in connection with its purchase of NOR (see September 2018 
Interim Financial Statements Note 11).  Subsequent to September 30, 2018, on November 9, 2018 on the 
close of the Business Combination with GGB these promissory notes and loan payable were settled as 
outlined in the September 2018 Interim Financial Statements. 

• NOR has leases on certain premises as part of its operations in Nevada from related parties under operating 
leases agreements that specify minimum rentals and a percent of net revenues.  The leases run through to 
December 2025 and contain certain renewal provisions. 

Contingencies 

The Corporation, through its NOR operations are subject to a variety of local and state regulation.  Failure to comply 
with one or more of those regulations could result in fines, restrictions on its consolidated operations, or losses of 
permits that could result in the NOR ceasing operations.  While management of the Corporation believes that the 
Corporation is in compliance with applicable local and state regulation as of September 30, 2018, cannabis 
regulations continue to evolve and area subject to differing interpretations.  As a result, NOR may be subject to 
regulatory fines, penalties or restrictions in the future.   

From time to time, the Corporation may be involved in litigation relating to claims arising out of operations in the 
normal course of business.  As at September 30, 2018 there were no pending or threatened lawsuits that could 
reasonably be expected to have a material effect on the results of the Corporation’s consolidated operations.  There 
are no proceedings in which any of the Corporation’s directors, officers, or affiliates is an adverse party or has a 
material interest adverse to the Corporation’s interest. 

  

2019 2020 to 2021 2022 to 2023 Thereafter Total

Accounts payable and accrued liabilities 1,735,541$       -$                  -$                  -$                  1,735,541$       
Due to related parties 66,441              -                    -                    -                    66,441              
Other financial liabilities 3,137,500         -                    -                    -                    3,137,500         
Interest bearing loans 53,912,500       -                    -                    -                    53,912,500       
Minimum lease payments 350,516            934,708            934,708            804,630            3,024,562         

59,202,498$     934,708$          934,708$          804,630$          61,876,544$     

Expected Payments Schedule



RELATED PARTY TRANSACTIONS 

Other than as described in Note 15 to the September 2018 Interim Financial Statements, there are no significant 
changes in the nature and scope of related party transactions to those described in Note 13 to the 2018 Audited 
Consolidated Financial Statements and the accompanying MD&A.  

 

BUSINESS RISKS 

There are a number of inherent risks associated with the Corporation’s activities. These risks are described in the 
Corporation’s Canadian Securities Exchange listing statement filed on www.sedar.com under “Business Risks”.  At 
September 30, 2018 the Corporation had not identified any material changes to the risk factors affecting its business, 
and its approach to managing those risks, from those discussed in the document referred to above.  These business 
risks should be considered by interested parties when evaluating the Corporation’s performance and outlook.  

 

ACCOUNTING POLICIES, CRITICAL JUDGMENTS AND ESTIMATES 

The preparation of the Corporation’s financial statements in conformity with IFRS requires management to make 
judgments, estimates, and assumptions that affect the reported amounts of assets, liabilities, revenues and other 
items in net earnings or loss, and the related disclosure of contingent assets and liabilities, if any. Critical judgments 
and estimates represent estimates made by management that are, by their very nature, uncertain. The Corporation 
evaluates its estimates on an ongoing basis. Such estimates are based on historical experience and on various other 
assumptions that the Corporation believes are reasonable under the circumstances, and these estimates form the 
basis for making judgments about the carrying values of assets and liabilities and the reported amounts of revenues 
and other items in net earnings or loss that are not readily apparent from other sources. Actual results may differ 
from these estimates under different assumptions or conditions. Summaries of the significant accounting policies 
applied, and significant judgments, estimates and assumptions made by management in the preparation of its 
financial statements are provided in Notes 2 and 3 to the 2018 Audited Consolidated Financial Statements and Notes 
2 and 3 to the September 2018 Interim Financial Statements. 

 

CONTROLS AND PROCEDURES 

Internal Control over financial reporting (“ICFR”) is a process designed to provide reasonable assurance regarding 
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with applicable IFRS.  Disclosure controls and procedures are designed to ensure that information required to be 
disclosed by the Corporation in the reports it files or submits under securities legislation is recorded, processed, 
summarized and reported on a timely basis and that such information is accumulated and reported to management, 
including the Corporation’s Chief Executive Officer and the Chief Financial Officer, as appropriate, to allow 
required disclosures to be made in a timely fashion. Based on their evaluation, the Chief Executive Officer and the 
Chief Financial Officer concluded that, as at September 30, 2018, the Corporation’s disclosure controls and 
procedures were effective. 

The Chief Executive Officer and the Chief Financial Officer of the Corporation have also evaluated whether there 
were changes to the Corporation’s internal control over financial reporting during the three months ended September 
30, 2018 that have materially affected, or are reasonably likely to materially affect the Corporation’s internal control 
over financial reporting. There were no changes identified during their evaluation. 

 

  

http://www.sedar.com/


INFORMATION CONCERNING XANTHIC BIOPHARMA INC. 

Additional information relating to the Corporation, may be accessed through the SEDAR website at www.sedar.com 
under Xanthic Biopharma Inc. and the Corporation’s website at www.xanthicbiopharma.com. 

Toronto, Ontario 
November 26, 2018 


