
Gabriella’s Kitchen, Inc. (“GABY” or the “Corporation”) 
Interim Management’s Discussion & Analysis – Quarterly Highlights 

September 30, 2018 
 

1 
 

 
 

FOREWORD 
The following Management’s Discussion and Analysis (“MD&A) of financial condition and results of 
operations has been prepared by management to help readers interpret Gabriella’s Kitchen, Inc.’s 
Unaudited Condensed Interim Consolidated Financial Statements for the three and nine months ended 
September 30, 2018 prepared in accordance with International Financial Reporting Standards (“IFRS”) as 
issued by the International Accounting Standards Board (“IASB”) (“Consolidated Financial Statements”). 
This MD&A should be read in conjunction with the Consolidated Financial Statements and the consolidated 
financial statements for the year ended December 31, 2017 (“Annual Financial Statements”) and related 
notes thereto. The Consolidated Financial Statements and MD&A, including tabular schedules have been 
prepared in Canadian dollars, unless otherwise indicated. The terms “we,” "our", “us,” “GK” and “GABY” 
refer to Gabriella’s Kitchen, Inc. and its subsidiary as a group. Additional information related to GABY is 
available on SEDAR at www.sedar.com and at GABY’s website at www.gabriellas-kitchen.com. 
 
The MD&A has been prepared as at November 26, 2018 
 
CAUTIONARY NOTE REGARDING FORWARD LOOKING STATEMENTS 
Certain statements contained in this MD&A constitute “forward-looking statements.” These statements, 
identified by words such as “plan,” “anticipate,” “believe,” “estimate,” “should,” “expect” and similar 
expressions include GABY’s expectations and objectives regarding its future financial position, operating 
results and business strategy. Forward-looking statements involve known and unknown risks, uncertainties, 
assumptions and other factors that may cause the actual results, performance or achievements of GABY 
to be materially different from any future results, performance or achievements expressed or implied by the 
forward-looking statements. For a comprehensive list of the risks and uncertainties applicable to GABY, 
please refer to the section titled “Risk Factors” in GABY’s final long form prospectus dated August 28, 2018.  
 
 
ABOUT OUR BUSINESS  
Gabriella's Kitchen Inc. develops, manufactures, produces and markets high-quality, nutritional food 
products using healthy and unique ingredients in innovative ways to create powerfully nutritious and 
functional foods. GABY provides over 20 food products that offer consumers better-for-you options such as 
high-protein, low-calorie, low-carbohydrate, vegan, gluten-free and other allergy-sensitive products. The 
award-winning product family includes: alto™, noodi™, and gabbypasta™.  GK has developed a line of 
products infused with cannabis-derived cannabinoids (including CBD and THC) (“Infused Products”), of 
which six have launched in the fourth quarter this year. GABY trades on the Canadian Securities Exchange 
(“CSE”) under the symbol GABY. 
 

BASIS OF PRESENATION: Unless otherwise noted, all financial information has been prepared in 
accordance with International Financial Reporting Standards (“IFRS”) as issued by the International 
Accounting Standards Board (“IASB”). All financial information is reported in Canadian dollars, unless 
otherwise noted. 

NON-GAAP MEASURES: GABY makes reference to pro forma gross sales. This measure is not defined 
under IFRS and is considered non-GAAP measures.  Management believes that, in addition to revenue 
and net loss, pro forma gross sales is a useful supplemental measure to our investors as management 
relies on it to provide insight into future operations.  This measure does not have a standardized meaning 
and may not be comparable to similar measures presented by other issuers and should not be viewed as 
a substitute for measures reported under IFRS.  This financial measure is reconciled to IFRS in the following 
section titled “NON-GAAP DISCLOSURE.” 

 
  

http://www.sedar.com/
http://www.gabriellas-kitchen.com/
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THIRD QUARTER AND YEAR TO DATE HIGHLIGHTS:  
 

• On August 28, 2018 convertible debentures with a face value of $6.35 million automatically converted 
to 22,226,092 common shares pursuant to GABY becoming public (“Conversion Event”); 
 

• Gross sales increased over the same periods last year by 78% and 134% to $539,766 and $1,762,017 

for the three and nine months ended September 30, 2018, respectively;   

 

• The US consumer market continued to lead growth with a gross sales increase over comparative 

periods last year of 129% and 259% to $430,540 and $1,484,736 for the three and nine-month periods 

ended September 30, 2018, respectively; 

 

• Canadian gross sales declined over the same periods last year by 5% and 16% to $109,226 and 

$287,281 for the three and nine-months ended September 30, 2018, respectively; 

 

• GABY prepared for future growth, expansion into the cannabis market and better access to capital 

markets, which increased net loss and comprehensive loss to $2.1 million for the three months ended 

September 30, 2018 compared to $0.9 million the same quarter last year with: higher operating 

expenses of $0.7 million on costs of being publicly listed and higher investment in people to deliver 

growth strategy; plus a non-cash interest accretion on bonds of $0.5 million; 

 

• Likewise, net loss and comprehensive loss increased to $5.0 million for the nine months ended, 

compared to the same period last year of $2.7 million, for the foregoing reasons with higher operating 

costs of $1.5 million; non-cash interest accretion on bonds of $0.6 million; and a non-cash share-based 

contract cancellation cost of $0.3 million; and  

  

• The acquisition of The Oil Plant (“TOP”) on October 1, 2018 and Sonoma Pacific Distribution expected 

to close in early 2019, will provide GABY with manufacturing and distribution of GABY’s own cannabis-

infused products as well as partnering opportunities to jointly market other’s cannabis and hemp infused 

products. GABY’s pro forma gross sales1 assuming these acquisitions took place January 1, 2018 

would have been $6.0 million for the nine-months ended September 30, 2018. 

 
  

                                                      
1 See NON-GAAP DISCLOSURE section in pages following 
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FINANCIAL PERFOMANCE 
 
 

 Three months ended September 30,  Nine months ended September 30, 

 2018 
$ 

2017 
$ 

 
%  

 2018 
$ 

2017 
$ 

 
%  

 Gross Sales Canada 109,226 115,109 (5%)  287,281 342,546 (16%) 
 Gross Sales - US 430,540  188,278 129%  1,484,736  411,224 259% 

Gross Sales 539,766 303,387 78%  1,762,017 753,770 134% 

Sales 289,092 239,737 21%  1,066,148 609,283 75% 

Sales as a percentage of gross sales 54% 79%   61% 81%  
Direct inventory costs 305,432 159,337 92%  991,737 379,439 161% 
Direct inventory costs as a percentage of 
gross sales  57% 53%   56% 50%  
Variable gross profit (16,340) 80,400 (120%)  74,411 229,844  (68%) 
Variable gross profit as a percentage of 
gross sales -3% 27%   4% 30%  
Gross profit after distribution and allocated 
indirect costs (173,518) (88,959) 95%  (551,205) (197,989) 178% 
Loss from operations (1,621,238) (864,901) 87%  (3,891,427) (2,437,507) 60% 
Net loss and comprehensive loss (2,107,367) (924,530) 128%  (4,957,240) (2,694,934) 84% 
Basic and diluted earnings per share1.2 (0.03) (0.02) 37%  (0.09) (0.06) 39% 
Weighted average number of common 
shares – basic and diluted1 74,514,796 44,874,776 66%  56,991,733 42,969,443 33% 
Retail locations, period end3 3,217 1,963 64%     
Retail facings, period end4 11,613 8,159 42%     

(1) On April 18, 2018, GABY amended its articles to effect a subdivision of its common shares on the basis of seven Common 
Shares for post-subdivision Common Shares for each pre-subdivision Common Share then outstanding, and to amend its 
articles to replace the existing classes of shares of GABY with one class of common shares and one class of preferred 
shares. The outstanding share capital disclosed in the notes above reflects the subdivision. 

(2) Percentage change based on unrounded earnings per share 
(3) Number of stores in which we stock and sell our products 
(4) Sum of each retail location multiplied by the number of product lines that location stocks 

 

Gross sales increased over the comparative periods last year by 78% and 134% to $539,766 and 
$1,762,017 for three- and nine-month periods ended September 30, 2018, respectively. The growth came 
from the United States (“US”) with respective increases of 129% and 259% and gross sales of $430,540 
and $1,484,736. This growth was partially offset by a 5% and 16% decline of Canadian gross revenue over 
the same periods last year, with gross revenue of $109,226 and $287,281, for the three and nine months 
ended September 30, 2018, respectively. The over doubling of growth in the US resulted as GABY shifted 
some of its focus to the much larger US market, which came with a partial cost of the decline of domestic 
market.  The growth in the US stemmed from the 2016 increase in our sales reps from, one in Canada, to 
three in total with the addition of two new sales reps in the US, expansion of our broker network and robust 
promotional activity as described below. 
 
Promotional activity, which includes price promotions such as couponing (previously referred to as 
merchant charge backs in GABY’s Annual Financial Statements), increased to $223,148 and $610,779, or 
41% and 35% of gross sales for the three and nine months ended September 30, 2018, respectively, 
compared to 14% and 11% for the same respective periods last year. Respective amounts for amortization 
of listing fees were $27,526 and $85,090, both at 5% of gross sales, versus 7% and 8%; respectively last 
year. Accordingly, sales of $289,092 and $1,066,148 for the three and nine months ended September 30, 
2018, respectively, were 54% and 61% of gross sales compared to 79% and 81%, respectively, last year. 
The lower percentages in 2018 will likely continue into 2019 and reflect increased promotional activity to 
speed up trial of new products, and to further promote sales and brand awareness of GK’s products.  As 
brand identity and experience with existing retailers continues to grow into 2019, we expect that we will 
taper promotional activity but reinforce our retailer presence through further product development and 
marketing activities to directly engage the consumer.  Further, product listing fees are a onetime cost as 
new items garner shelf space, they are not a cost that renews on an annual basis.  As such, we expect 
product listing fees to also decline as percentage of gross sales as the installed retail base continues to 
grow.   
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Direct inventory costs as a percentage of gross sales were 57% and 56% for the three and nine months 
ended September 30, 2018; respectively; versus 53% and 50% for the same respective periods last year. 
This, along with the higher promotional activity, resulted in lower variable gross margins of negative 3% 
and 4% for the three- and nine-month periods ended September 30, 2018, compared to 27% and 30% over 
both periods last year.   
 
Gross profit after the allocation of indirect overhead costs and distribution costs was negative $173,518 and 
$551,205 for the three and nine months ended September 30, 2018, respectively, compared to negative 
$88,959 and $197,989, for the respective periods last year.  Allocated indirect overhead is generally non-
variable in nature and we expect that such allocations will decline as a percentage of gross sales as volume 
increases past these early threshold targets.  For the first three and nine months of 2018, allocated indirect 
overhead amounted to $121,217 and $475,562 or 22% and 27% of gross sales, respectively, versus 48% 
and 43% the same periods last year.  Distribution costs of $35,961 and $149,984 for the three and nine 
months ended September 30, 2018; respectively, were 7% and 9% of gross revenue compared to 8% and 
13% for the respective periods last year.  The decreased percentages in 2018 reflect improved economy 
of scale on higher volume and in the quarter reflect reduced factory management and administration on 
reconfiguration of factory duties.  
 
Operating expenses increased to $1,447,720 and $3,340,222 for three and nine months ended September 
30, 2018, respectively, compared to respective periods last year of $775,942 and $2,239,518  The increase 
for the quarter of $671,778 and nine-month period of $1,100,704 primarily reflects increase in legal, 
accounting, regulatory and investor relation costs to support GABY’s efforts to qualify and maintain its 
shares for listing on a public exchange and increased personnel costs to build out its operating teams 
starting later 2017 to support the substantial level of growth expected in 2018 and beyond.  

As a result of the decrease in gross profit after distribution and allocated indirect costs, resulting primarily 
from higher promotional activity and higher operating expenses, our loss from operations increased over 
prior periods by 87% to $1,621,238 for the third quarter of 2018 and by 60% to $3,891,427 on a year-to-
date basis.  

Significant items of Other income (expense) as reported on the statement of loss include the following: 

Loss on foreign exchange transactions and translation 

The foreign exchange gains (losses) were ($23,228) and ($123,263) for the quarter and nine-month period 

ended September 30, 2018 compared to the same periods last year of 22,133 and $27,375, respectively. 

The gains and losses are in respect of settlement and translation of working capital balances (including the 

short-term receivables) and prior to the third quarter of 2018, the callable debt denominated in US currency.  

 

Gain on extinguishment of debt 

In conjunction with the conversion of callable debt into Common Shares and Warrants in the second quarter 

of 2018, GABY recorded a gain of $72,126 being the difference between the fair value of the equity issued 

and the fair value of the debt converted.  The gain arose as the foreign exchange rate on the date of 

conversion of the callable debt to equity was higher than the average exchange rate agreed to by 

noteholders to determine the number of Common Shares and Warrants issuable on exchange. This non-

cash gain is considered non-recurring as management does not have any further foreign denominated debt. 

 

Interest expense 

Interest expense was $474,028 and $628,902 for the quarter and nine-month period ended September 30, 

2018 compared to the same periods last year of $56,663 and $156,554, respectively. Interest in the prior 

periods included interest on all the callable debt whereas interest recorded in 2018 primarily relates to the 

non-cash interest accretion in respect of the convertible debentures.  
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Contract termination payment 

A share-based payment of $341,716 was recorded as a cost of terminating a sponsorship agreement as 

described in Note 11 to the Consolidated Financial Statements.  The expense is a non-cash payment and 

is considered nonrecurring as the contract was unique to Corporation and it does not foresee entering into 

similar contracts in the foreseeable future. 

 

Loss on inventory write-down 

Loss on inventory write-down for the quarter and nine-month period ended September 30, 2018 was of $nil 

and $55,976; respectively, compared to $25,099 and $128,312 the respective periods last year.  The 

decrease reflects gained production efficiencies lowering spoilage. 

 
Net loss and comprehensive loss 
As a result of the foregoing other income (expense) items netted against loss from operations, the net loss 
and comprehensive loss increased by 128% to $2,107,367 for the quarter and by 84% to $4,957,240 on a 
year-to-date basis.  Basic and diluted loss per share for the quarter and first nine months of 2018 only 
increased by 37% and 39% to $0.03 and $0.09, respectively, as the weighted average number of common 
shares increased 66% and 33%, respectively, to 74,514,796 and 56,991,733, respectively. 
 

FINANCIAL CONDITION 

Readers should refer to the Note 1 of the Consolidated Financial Statements regarding the going 
concern assumption in conjunction with the discussion below. 
 

On June 13, 2018 GABY raised proceeds of $5,700,600, net of cash-based issue costs of $649,500, on 

the convertible debentures as described in Note 9 to the Consolidated Financial Statements. To the end of 

September 30, 2018, GABY used a portion of the net proceeds to provide loans totaling (CAD 1,124,830 

at time of advances) to The Oil Plant (USD $550,000) and Cannabis 1 (USD $300,000 subsequently 

repaid), and to fund working capital deficit and ongoing operating losses, leaving it with net working capital 

of $1,288,513, excluding the aforementioned loan to The Oil Plant of $720,085 and due to a related party 

of $148,264. As described in Note 8 Related Party Transactions, the related party debt will be converted to 

share capital and warrants by December 2018, and therefore, its repayment is not payable from existing 

working capital.  The loan to The Oil Plant is not considered immediately available to GABY due to the 

acquisition of that company effective October 1, 2018.  

 

The Corporation is collaborating with a cannabis-related business to distribute that company’s brands 

through the Corporation’s mainstream channels.  In conjunction with the collaboration the company has 

agreed to make an investment in the Corporation for $850,000 by December 2018. This, plus the 

aforementioned working capital and access to a demand operating loan of $150,000 will fund operations 

over next few months while GABY finalizes a plan for a private placement. Although management does not 

anticipate that it will, GABY also has the ability to accelerate the expiry of its warrants which could provide 

proceeds of up to $15,456,764 if all remaining 41,775,039 warrants are exercised at $0.37 per common 

share.   The planned private placement, and if necessary, the acceleration of the warrants, should fund 

operations for well beyond one year and should fund GABY’s growth plans to eventually sustain positive 

cash flow from operations. 
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CASH FLOWS 
  
 

 Three months ended September 30,  Nine months end September 30, 

In $ 2018 2017 

Increase 
(decrease) 

in cash  2018 2017 

Increase 
(decrease) 

in cash 

Net cash used in 
operating activities (1,488,261) (803,704) (684,557)  (3,951,794) (2,598,616) (1,353,178) 
Investing activities (461,627) (42,250) (419,377)  (1,237,558) (69,500) (1,168,058) 
Financing activities (277,441) 682,730 (960,171)  6,039,819 2,774,795 3,264,931 
Foreign currency 
translation adjustment 

 
17,931 (15,164) 33,095 

 
 93,755 (26,513) 120,268 

Increase (decrease) in 
cash and cash 
equivalents for the 
period (2,209,398) (178,388) (2,031,010)  944,129 80,166  863,963 
Cash (bank 
indebtedness), 
beginning of period 3,001,683 88,460 2,913,223  (151,844) (170,094) 18,250 

Cash and cash 
equivalents, end of 
period 792,285 (89,928) 882,213  792,285 (89,928) 882,213 

 
As shown in the table above, net cash flow from operating activities decreased by $684,557 and $1,353,178 
over the three and nine-month prior year periods, respectively.  The decrease mostly reflects the increase 
in operating expenses of $671,778 and $1,100,704, over the respective periods, mostly on professional 
costs in efforts to have its Common Shares listed and maintained on a recognized exchange and lower 
respective gross profit after distribution and allocated indirect costs of $84,559 and $353,216; respectively.   
  
The increase in investing activities in 2018 of $419,377 and $1,168,058 over the respective three and nine 
month periods last year mostly reflects this quarter’s investment in a short term receivable of $392,670 (US 
$350,000) which GABY has subsequently collected the principal per Note 4 to the Consolidated Financial 
Statements and for the nine-month period also reflects the investment in the short-term receivable of The 
Oil Plant for $732,160 (US$ 550,000).  
 
The quarter’s operational cash losses, investment activities and financing activities of $277,441 (mostly 
comprised of repayment of callable debt of $150,000 and debenture issue costs net of final debenture 
proceeds) were financed from the opening cash from the debenture issuance in June 2018. The nine-month 
operating losses and investing activities were financed in 2018 primarily by net proceeds on the convertible 
debentures and warrants of $5,700,600 and share subscription proceeds of $435,012. In 2017, the 
operating and investing activities were funded primarily from subscription proceeds for shares issued or 
issuable for $209,716 and $2,089,966, callable debt of $381,180 and $411,180 and advances from related 
parties of $105,503 and $311,516 for the three- and nine-month periods ended September 30, 2017; 
respectively. 
 
KNOWN TRENDS, RISKS AND DEMANDS 
To management’s knowledge, no significant changes to these risks and uncertainties have occurred in the 

period ended since last reported in the section titled “Risk Factors” in GABY’s final long form prospectus 

dated August 28, 2018 other than the following: 

Draft regulations released by the California Bureau of Cannabis Control ("CBCC") on October 19, 2018 

would prohibit white labelling and co-packing of cannabis infused products for companies not holding a 

license issued by the CBCC.  If passed, brands not holding a manufacturing license would not be allowed 

to manufacture infused products for sale in the state of California.  GABY will have access to two cannabis 

licenses, a manufacturing license through its acquisition of The Oil Plant effective October 1, 2018 and a 

distribution license through its announced acquisition of Sonoma Pacific Distribution (both issued by the 

CBCC). GABY’s strategy has always been to own its infrastructure in California and to control its product 
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development and sales cycle. With the two licenses, GABY is protected from the vagaries of legislative 

changes such as those draft regulations recently introduced and is poised to acquire such white label 

brands who wish to partner with GABY to protect their market share through GABY's manufacturing license 

and to expand with GABY's mainstream and licensed distribution infrastructure. With these acquisitions 

GABY is poised to quickly expand into new markets as soon as federal legalization allows inter-state 

commerce.  The resignation of Jeff Sessions as US Attorney General may be signalling a new-found 

willingness on the part of the federal government in the US to legalize cannabis.  If and when that happens, 

GABY anticipates utilizing its recently acquired manufacturing and distribution infrastructure in California to 

quickly manufacture and distribute its products across the US gaining first mover advantage in many 

markets.  

Michigan, Utah and Missouri all voted in favour of legalization of cannabis, bringing the number of states 

which are "Adult" legal (also known as "rec legal" or "lifestyle legal") to 10 and the number of states which 

are "medically" legal to 33. Further CBD has been rescheduled from Schedule 1 (no medical benefit) to 

Schedule 5 (accepted medical use, with low potential for abuse) for the purpose of legalizing Epidiolex (a 

new drug derived from cannabis) to treat two rare forms of epilepsy. 

Other recent news of interest in the cannabis space is Mexico's Supreme Court ruling that cannabis 

prohibition is unconstitutional, paving the way for the US's neighbor to the south to join the US's neighbor 

to the north in federally legalizing cannabis.  This recent event puts even more pressure on the US federal 

government to consider legalization of cannabis at the federal level. GABY continues to monitor US and 

international developments in the cannabis space.  In the meantime, GABY is well positioned to grow its 

alto™ and Aunt Zelda's™ brands in the California market and beyond. 

MAJOR OPERATING MILESTONES 
 
OPERATIONS 
GABY has made significant strides entering into the cannabis-related better-for-you space in the US with 
it’s acquisition of The Oil Plant (effective October 1, 2018) and its announced acquisition of Sonoma Pacific 
Distribution likely effective early 2019, which as described above, provides GABY with its own 
manufacturing and distribution facilities to gain a stronghold in the cannabis space, particularly in California.  
Nonetheless, the challenges presented with the aforementioned legal and regulatory issues have required 
more financial resources and time to bring strategies to market. Accordingly, GABY’s launch of its cannabis 
alto™ branded infused olive oil products originally planned for the third quarter of 2018, was pushed into 
the fourth quarter of 2018, which also dovetails with its completed acquisition of The Oil Plant.  As a result, 
GABY has revised its outlook for 2018 and anticipates that gross sales from non-infused and infused 
products will be $2.4 million and $0.3 million, respectively, compared to previously anticipated of $4.3 million 
and $1.3 million and as reported in 2017 of $1.3 million and $nil, respectively. 
 
GABY’s view is that these are short term challenges and that a few months delay and additional resources 
to overcome those hurdles will position it for significant growth in the cannabis wellness space.   
 
GABY anticipates introducing the following new products starting in the fourth quarter of 2018 as outlined 
below: 
 
Non-infused frozen meals set to launch the fourth quarter of 2018: 

• Fusilli with Puttanesca sauce  

• Spaghetti with mushroom vegan meatballs 

• Spaghetti in a meatless Bolognese sauce  

• Under its children’s line, a spaghetti and mushroom meatball meal  
 
GABY is also developing two new products; a beet flavoured and an herb flavoured pasta. These products 
are low in calories, low in carbohydrates and high in protein as compared to traditional pasta. 
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Infused products: 
 
With GABY’s acquired manufacturing facilities in California (through the acquisition of The Oil Plant) on 
October 1, 2018 and manufacturing agreements with licensed manufacturers of cannabis products, namely 
Gesundheit Foods and Cannabis One, GABY will have access to the cannabis market in four separate 
states. The production process outside of California involves either purchasing cannabis oil extracted by 
licensed manufacturers and then having a licensed manufacturer infuse products produced by GABY or 
having one or more third-party manufacturers with whom GABY has entered into production agreements 
complete the entire production process. Pursuant to these agreements, GABY has launched the following 
Infused Products in the fourth quarter of 2018: 

• CBD infused extra virgin olive oil 

• CBD & garlic infused olive oil 

• CBD & truffle infused olive oil 

• THC infused extra virgin olive oil 

• THC & garlic infused olive oil 

• THC & truffle infused olive oil 
 
GABY also has a line of infused sauces and condiments and a THC infused macaroni and cheese under 
development for launch in 2019.  
 
ACTUAL VERSUS PREVIOUSLY DISCLOSED USE OF PROCEEDS FROM FINANCING  

Below is a summary of the planned use of proceeds from GABY’s issuance of convertible debentures 

(subsequently converted to common shares) and warrants.   

Planned use of proceeds from debenture issue: As reported 

June 30, 2018 

Commissions and fees of Convertible Debenture financing $475,180 

Expenses of application for Exchange listing and Convertible 

Debenture financing 463,717 

Repayment of callable debt July 2018 150,000 

Strategic Partner Investments 732,160 

Manufacturing Facility Investments 100,000 

Fixed operating costs 1,635,082 

Discretionary operating costs1 854,380 

Sub-total operating costs 2,489,462 

Working capital deficiency 1,939,481 

Gross proceeds $6,350,000 

1Comprised of product research and development, product branding, retail sales development, shelf space expansion and service 

costs, sales data subscriptions and other support. 

 
As outlined under financial condition, GABY is incurring higher than expected operating costs ($1.4 million 
of which most are fixed operating costs). As a result of this and the delayed launch of its first infused 
products into the fourth quarter, GABY will likely have to delay some of the discretionary operating costs 
until it secures additional financing or generates positive cash flow.  
 
The actual amounts that GABY is required to spend in connection with the furtherance of its business 
objectives may vary significantly from GABY's expectations and will depend on several factors.  
 
Readers should refer to Risk Factors as disclosed in GABY’s preliminary long form prospectus as filed on 
www.sedar.com. 
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SIGNIFICANT TRANSACTIONS WITH RELATED PARTIES 
All related party transactions are reviewed the board Corporate Governance Committee, comprised of 
independent directors. The following sets forth certain transactions in which GABY is involved. 
 
Key management personnel  
Key management of GABY is provided through companies controlled by certain shareholders. They, along 
with the Board of Directors have the authority and responsibility for directing and controlling the activities 
of GABY. Compensation for consulting and marketing services is paid to these related party for the 
provision of their services.   
 
In addition, one of the shareholder’s companies is reimbursed for expenses incurred by it in respect of 
GABY’s business. GABY enters into this related party transaction as the shareholder’s Corporation is 
responsible for a number of its investment companies and can often provision the services more 
economically and efficiently. 
 
Interest on callable debt 
GABY paid interest on callable debt owed to shareholders and an entity related by common ownership. 
GABY entered into this related party transaction because alternate sources of financing were unavailable 
and it had not yet reached a profitable level of operations due to GABY being in the initial growth stage of 
the business life cycle.  All the callable debt, apart from $150,000 which was repaid July 2018, as well as 
$693,224 of a related party payable, was converted to share capital in the second quarter. 
 
Transactions in respect of convertible debentures 
Finder’s fees in connection with the issuance of convertible debentures were paid to a company significantly 
influenced by a controlling owner of a corporate shareholder who is also a family member of multiple 
shareholders.  The fees included a cash payment of $205,230 and the issuance of Compensation Warrants 
fair valued at $47,330.  The total compensation paid was comparable to other agents involved in the 
issuance of the convertible debentures.  The aforementioned corporate shareholder also subscribed for 
$125,000 of convertible debentures. 
 
Short-term note receivable 

As described in Note 8 of the Consolidated Financial Statements, GABY loaned $550,000 USD to The Oil 

Plant (“TOP”), a company of which a director of GABY is President and founder. As described in Note 19 

to the Consolidated Financial Statements, GABY acquired 100% of the outstanding shares of TOP 

effective October 1, 2018 and therefore the short tern note receivable will be eliminated with the 

consolidation of TOP in future reporting periods.  

Through the acquisition, GABY has secured a Type-6 non-volatile manufacturing license and a cannabis 

extraction and infusion facility in the State of California.  In addition, GABY will also be able to leverage a 

non-exclusive license held by TOP to access an extensive database of formulations and other associated 

health attributes to create proprietary products that offer a wide range of health benefits, which is expected 

to facilitate GABY’s continued product development.  In concert with the acquisition, Mara Gordon, the 

founder of TOP and a thought-leader in the industry, joined GABY in the role of Chief Research Officer.  

  

This transaction augments GABY’s existing distribution and manufacturing infrastructure and gives GABY 

a strong foundation from which to continue building an infused product cannabis business targeting the 

extensive wellness market in the United States.  

 
Refer to Note 8 to the Consolidated Financial Statements for further related party transaction detail. 
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NON-GAAP DISCLOSURE 

Pro forma gross sales does not have any standardized meaning as prescribed by IFRS and, therefore, is 

considered non-GAAP measures and may not be comparable to similar measures presented by other 

issuers.  The non-GAAP measures used in this MD&A, combined with IFRS measure, is a useful measure 

to our investors as management relies on it to provide insight into future operations. Pro forma gross sales 

for the nine-months ended September 30, 2018 is calculated as follows:  

In $ Gross sales 

As reported in the Consolidated Financial Statements 1,762,017 

Sonoma Pacific Distribution gross sales as reported in its unaudited and internally 

prepared financial statements USD $3.3 million translated at an average exchange rate 

of 1.28804 CAD to 1 USD for the period January 1, 2018 to September 30, 2018 

 

4,250,532 

The Oil Plant gross sales as reported in its unaudited and internally prepared sales 

records USD $23,146 translated at an average exchange rate of 1.30496 CAD to 1 

USD for August 2018 (date of substantial start-up operations for TOP)  30,205 

Pro forma gross sales 6,042,754 

   

VOTING SECURITES AND SECURITIES CONVERTIBLE INTO VOTING SECURITIES OUTSTANDING 
 
As of the date of the MD&A, GABY had outstanding:  
 

        

 
Securities exercisable or convertible  
into Class A voting Common Shares 

 
 

 Warrants2 
Stock 

Options3 

Compen-
sation 

Warrants2 

Related 
party 

payable4 

Share 
subscrip-

tion 
liability5 

 Class A 
voting 

Common 
Shares 

Outstanding as of the date of the 
MD&A1 41,775,039 3,075,000 482 $148,264 $32,888 

 
89,671,749 

Number of Class A voting Common 
Shares issuable on the conversion or 
exercise of outstanding security 41,775,039 3,075,000 3,374,000 1,037,900 230,168 

 

49,492,107 

Total potential Class A voting Common Shares by end of exercise period (up to October 21, 2028) 139,163,856 

 

Total consideration on exercise and conversion in $ 
Cash payable on exercise 15,456,764 1,157,118 1,106,190 192,012 42,581  17,954,665 
Liability converted to equity - - - 148,264 32,888  181,152 

Total  15,456,764 1,157,118 1,106,190 340,276 75,469  18,135,817 

 
(1) Class A voting Common Shares outstanding at date of MD&A reflects the issuance of 1,115,178 Common Shares issued 

October 26, 2018 pursuant to acquisition of The Oil Plant (see Note 19 of the Consolidated Financial Statements) 
(2) Refer to Note 12 of the Consolidated Financial Statements for the exercise provisions, including strike price and exercise 

period. 
(3) Refer to Notes 11 and 19 of the Consolidated Financial Statements for the exercised provisions, including strike price and 

exercise period. 
(4) Refer to Note 8 of the Consolidated Financial Statements. The Canadian Securities Exchange (“CSE”) has provided its 

approval to convert the $148,264 of related party payable into one class common share and one warrant (together referred 
to as “Unit”) on the basis of $0.2857 per Unit to reflect the intention that all callable and related party debt outstanding as of 
December 31, 2017 was to be converted to share capital and warrants at the aforementioned price on June 13, 2018.  Due 
to a clerical error, this portion was omitted and will be converted accordingly by December 2018. 

(5) Refer to Note 10 of the Consolidated Financial Statements. The CSE has provided its approval to convert the subscription 
liability on the basis of $0.2857 per Unit to reflect the intention that these subscription proceeds were to be issued at the 
aforementioned price in April of 2018.  Due to a clerical error, these amounts were inadvertently omitted on the April 2018 
issuance and will be converted accordingly by December 2018. 
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ISSUERS WITH UNITED STATES CANNABIS-RELATED ACTIVITIES  
 
Canadian Securities Administrators Staff Notice 51-352 (Revised) – Issuers with U.S. Marijuana-Related 
Activities (‘‘Staff Notice 51-352’’) provides specific disclosure expectations for issuers that currently have, 
or are in the process of developing, cannabis-related activities in the United States as permitted within a 
particular state’s regulatory framework.  
 
In accordance with Staff Notice 51-352, GABY will evaluate, monitor and reassess the disclosure contained 
herein, and any related risks, on an ongoing basis and the same will be supplemented, amended and 
communicated to investors in public filings, including in the event of government policy changes or the 
introduction of new or amended guidance, laws or regulations regarding marijuana regulation. As a result 
of GABY’s investments in certain United States entities (as described herein), GABY is subject to Staff 
Notice 51-352 and accordingly provides the following disclosure.    
 
Nature of involvement and exposure to U.S. cannabis related activities: 
As of September 30, 2018, the date of the third quarter financials, GABY had invested in loans to two 
companies engaged in cannabis-related business in the U.S. as follows: 1) The Oil Plant (“TOP”), a 
manufacturer of Cannabis infused oils and tinctures in California and which GABY subsequently acquired 
100% ownership of on October 1, 2018; and 2) Cannabis 1, a Colorado Licensee in Colorado whom GABY 
has agreed to jointly market cannabis and hemp infused products owned by Cannabis 1 through the 
Corporation’s distribution infrastructure.  Accordingly, GABY’s exposure to US cannabis related activities 
as of the third quarter were limited to its investments therein of $1,109,787 (US 850,000) of which the 
Cannabis 1 loan or $389,702 (US $300,000) was repaid subsequently.  GABY’s exposure on its statement 
of loss and comprehensive loss was limited to the interest recorded on the notes of $11,034 and $11,825 
for the three and nine months ended September 30, 2018 (2017 - $nil); respectively.     
 
The disclosure contained herein, reflects GABY’s ancillary involvement with the U.S. cannabis industry as 
at September 30, 2018. With the acquisition of TOP effective October 1, 2018; agreements with third party 
manufactures to licence and sell GABY’s cannabis infused products, and the binding acquisition of Sonoma 
Pacific Distribution (“Sonoma”), which holds distribution license for the State of California, issued by the 
Bureau of Cannabis Control, GABY anticipates that it will derive a significant portion of future revenues 
from the cannabis industry in certain U.S. states, which industry is illegal under U.S. federal law. 
Accordingly, in future reporting periods, GABY disclosure will reflect GABY’s direct involvement in the U.S. 
cannabis industry subsequent to September 30, 2018. 
 
U.S. Federal Law and Enforcement  
In the U.S., cannabis is largely regulated at the state level. To GABY’s knowledge, there are to date a total 
of 30 states, plus the District of Columbia, Puerto Rico and Guam that have legalized cannabis in some 
form and ten states, including California, Colorado and Oregon, have legalized recreational cannabis in 
some form. Notwithstanding the increasing number of states with permissive regulatory environments in 
respect of cannabis, it continues to be categorized as a Schedule I controlled substance under the CSA 
and as such, violates federal law in the United States. Senators Elizabeth Warren and Cory Gardner 
have introduced a bipartisan Senate bill titled “Strengthening the Tenth Amendment Through Entrusting 
States (STATES) Act” that would lift the Controlled Substance Act’s restrictions on cannabis in states that 
have written their own laws. However, there can be no assurances as to when this bill will pass, or if it will 
pass at all.  
 
As a result of the conflicting views between state legislatures and the federal government regarding 
cannabis, investments in cannabis businesses in the United States are subject to inconsistent legislation 
and regulation. The response to this inconsistency was addressed in August 2013 when then Deputy 
Attorney General, James Cole, authored a memorandum (the “Cole Memorandum”) addressed to all United 
States district attorneys acknowledging that notwithstanding the designation of cannabis as a controlled 
substance at the federal level in the United States, several US states have enacted laws relating to cannabis 
for medical and recreational purposes. The Cole Memorandum, amongst other things, concluded that the 
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Department of Justice should be focused on addressing only the most significant threats related to cannabis 
and that states where medical cannabis had been legalized were not characterized as a high priority. 
 
On January 4, 2018, U.S. Attorney General Jeff Sessions issued a memorandum to U.S. district attorneys 
which rescinded previous guidance from the U.S. Department of Justice specific to cannabis enforcement 
in the United States, including the Cole Memorandum.  With the Cole Memorandum rescinded, U.S. federal 
prosecutors no longer have guidance relating to the exercise of their discretion in determining whether to 
prosecute cannabis related violations of U.S. federal law.   
 
Unless and until the United States Congress amends the Controlled Substances Act with respect to 
cannabis (and as to the timing or scope of any such potential amendments there can be no assurance), 
there is a risk that federal authorities may enforce current federal law, which may adversely affect 
the current and future activities of GABY in the United States. Such potential proceedings could involve 
significant restrictions being imposed upon GABY or third parties, and also divert the attention of key 
executives. Such proceedings could have a material adverse effect on GABY’s business, revenues, 
operating results and financial condition as well as GABY’s reputation, even if such proceedings were 
concluded successfully in favor of GABY.  
 

Additionally, under U.S. federal law it may potentially be a violation of federal money laundering statutes 

for financial institutions to accept any proceeds from cannabis sales or any other Schedule I narcotics. 

Canadian banks are similarly reluctant to transact with cannabis companies, due to the uncertain legal and 

regulatory framework characterizing the industry at present. Banks and other financial institutions could be 

prosecuted and possibly convicted of money laundering for providing services to cannabis businesses. 

Under U.S. federal law, banks or other financial institutions that provide a cannabis business with a 

chequing account, debit or credit card, small business loan, or any other service could be found guilty of 

money laundering or conspiracy. Despite these laws, in February 2014, the Financial Crimes Enforcement 

Network (‘‘FCEN’’) of the Treasury Department issued a memorandum (the ‘‘FCEN Memo’’) providing 

instructions to banks seeking to provide services to cannabis-related businesses. The FCEN Memo states 

that in some circumstances, it is permissible for banks to provide services to cannabis-related businesses 

without risking prosecution for violation of federal money laundering laws. It refers to supplementary 

guidance that Deputy Attorney General Cole issued to federal prosecutors relating to the prosecution of 

money laundering offenses predicated on cannabis-related violations of the CSA. It is unclear at this time 

whether the current administration will follow the guidelines of the FCEN Memo.  

For the reasons set forth above, GABY’s future cannabis-related operations and investments in the United 

States, may become the subject of heightened scrutiny by regulators, stock exchanges and other authorities 

in Canada. As a result, GABY may be subject to significant direct and indirect interaction with public officials. 

There can be no assurance that this heightened scrutiny will not in turn lead to the imposition of certain 

restrictions on GABY’s ability to operate in the United States or any other jurisdiction.   

Ability to Access Public and Private Capital  

GABY has accessed private capital in Canada and the U.S. in order to support its continuing operations. 

GABY announced its intention to pursue cannabis-related opportunities in the United States when it raised 

$6.35 million in convertible debentures in June 2018 and before the CSE approved the listing of GABY’s 

Common Shares. Although GABY has accessed private financing in the past, there can be no assurance 

that additional financing, if raised privately or publicly, will be available to GABY when needed or on terms 

which are acceptable.  
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Reliance on third-party suppliers, manufacturers and contractors  

GABY intends to maintain a full supply chain for the provision of products and services to the regulated 

cannabis industry. Due to the uncertain regulatory landscape for regulating cannabis in Canada and the 

United States, GABY’s third-party suppliers, manufacturers and contractors may elect, at any time, to 

decline or withdraw services necessary for GABY’s operations. Loss of these suppliers, manufacturers and 

contractors may have a material adverse effect on GABY’s business and operational results. 

GABY obtains legal advice from its counsel regarding the compliance with applicable state regulatory 

frameworks and potential exposure and implications arising from federal law. GABY and its legal counsel 

continuously monitor statements and guidance issued by U.S. Attorneys regarding the risk of enforcement 

action in connection marijuana-related activities in jurisdictions in which GABY conducts marijuana-related 

activities. U.S. Attorneys in the jurisdictions in which GABY has or is in the process of developing or 

conducts marijuana-related activities have issued the following statements or guidance regarding the risk 

of enforcement action in connection with marijuana-related activities:  

(1) California 

a. California Attorney General: Xavier Becerra when asked after the rescission of the Cole 
Memorandum whether marijuana use is legal in his state despite the low, was emphatic, 
“In the state of California, it is legal.” He also stated that he has reached out to the four 
U.S. attorneys in California, hoping to discuss the issue and seek ways to work together to 
focus on black-market marijuana operators and people who did not abide by the state’s 
laws. 

b. Northern District: Acting U.S. Attorney Alex G. Tse, who stepped into that role on January 
8, 2018, has yet to issue a statement regarding the memo from Sessions.  

c. Central District: Interim U.S. Attorney Nicola T. Hanna also just recently entered his 
position and has similarly not commented yet. Hanna was one of seventeen interim 
attorneys named by Sessions on January 3, 2018.  

d. Southern District: Interim U.S. Attorney Adam L. Braverman, appointed by Sessions in 
November, said the following after the memo’s issuance: “We will continue to utilize long-
established prosecutorial priorities to carry out our mission to combat violent crime, disrupt 
and dismantle transnational criminal organizations, and stem the rising tide of the drug 
crisis.”  

e. Eastern District: U.S. Attorney McGregor “Greg” W. Scott’s office issued the following 
statement after Sessions’ memo: “The cultivation, distribution, and possession of 
marijuana has long been and remains a violation of federal law for all purposes. We will 
evaluate violations of those laws in accordance with our district’s federal law enforcement 
priorities and resources.” In May of 2019, he further stated that he will prioritize illegal weed 
rather than going after the world’s’ largest legal recreational market. 
 

(2) District of Colorado  

 

On January 4, 2018, U.S. Attorney, Robert C. Troyer issued the following statements: "Today the Attorney 

General rescinded the Cole Memo on marijuana prosecutions and directed that federal marijuana 

prosecution decisions be governed by the same principles that have long governed all of our prosecution 

decisions. The United States Attorney's Office in Colorado has already been guided by these principles in 

marijuana prosecutions—focusing in particular on identifying and prosecuting those who create the greatest 

safety threats to our communities around the state. We will, consistent with the Attorney General's latest 

guidance, continue to take this approach in all of our work with our law enforcement partners throughout 

Colorado." 
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COMPLIANCE WITH STATE LICENSING AND REGULATORY FRAMEWORK:  

(1) California 

For the purposes of Staff Notice 51-532, the current quarter’s short-term loan to TOP is currently 

classified as “ancillary” involvement in the United States cannabis industry.  To the best of GABY’s 

knowledge, TOP’s business is in compliance with applicable licensing requirements and the regulatory 

framework enacted by the state of California.  

(2) Colorado  

For the purposes of Staff Notice 51-532, the current quarter’s short-term loan to Cannabis 1 is currently 

classified as “ancillary” involvement in the United States cannabis industry.  To the best of GABY’s 

knowledge, Cannabis 1’s business is in compliance with applicable licensing requirements and the 

regulatory framework enacted by the state of Colorado.  

 
 
Readers should also refer to "Risk Factors" in GABY’s final long form prospectus dated August 28, 2018. 
 


