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This Management’s Discussion and Analysis (“MD&A”) provides a detailed analysis of the business of Vodis 
Pharmaceuticals Inc. (“Vodis” or the “Company”) and compares the Company’s 2019 financial results with 
those of the previous year.  This MD&A should be read in conjunction with the Company’s audited 
consolidated financial statements and the related notes for the year ended March 31, 2019 which have been 
prepared under International Financial Reporting Standards (“IFRS”). 

 
Additional information relevant to the Company’s activities can be found on SEDAR at www.sedar.com, the 
Canadian Securities Exchange (“CSE”) web site at www.thecse.ca and the Company’s website at 
www.vodis.ca.  All dollar amounts included therein and in the following MD&A are in Canadian dollars, the 
reporting and functional currency of the Company, except where noted. The MD&A contains information up 
to and including September 27, 2019 (the “Report Date”). 
 
FORWARD-LOOKING STATEMENTS 

Certain statements contained in this MD&A may constitute “forward-looking statements”. Such term is defined 
in applicable securities laws. The forward-looking information includes, without limitation, the granting of a 
MMPR license and other similar statements concerning anticipated future events, conditions or results that 
are not historical facts. These statements reflect management’s current estimates, beliefs, intentions and 
expectations; they are not guarantees of future performance. The Company cautions that all forward-looking 
information is inherently uncertain, and that actual performance may be affected by a number of material 
factors, many of which are beyond the Company’s control. Such factors include, among others, risks relating 
to the Company passing an inspection at its facility in Delta, BC, the ability of the Company to obtain additional 
financing; the Company's limited operating history; the need to comply with environmental and governmental 
regulations; fluctuations in currency exchange rates; operating hazards and risks; competition; and other 
risks and uncertainties. Although the Company has attempted to identify important factors that could cause 
actual actions, events or results to differ materially from those described in forward-looking information, there 
may be other factors that cause actions, events or results not to be as anticipated, estimated or intended. 
Accordingly, actual future events, conditions and results may differ materially from the estimates, beliefs, 
intentions and expectations expressed or implied in the forward-looking information. All statements are made 
as of the Report Date and, except as required by law, the Company is under no obligation to update or alter 
any forward-looking information. 
 
OVERVIEW  

The Company was incorporated on October 31, 2011.  The Company is engaged in the application stage of 
producing medical marijuana at its facility located in Delta, British Columbia and developing turnkey indoor 
production facilities for approved marijuana license holders in the State of Washington. The Company is 
currently active in Canada and the United States. The Company is a reporting issuer in British Columbia and 
Ontario, and trades on the CSE under the symbol “VP” and the Frankfurt Stock Exchange under the symbol 
“1JV”. 
 
OVERALL PERFORMANCE 

Corporate Highlights: 

• Vodis’ wholly owned US subsidiary, Vodis USA, Inc. (“Vodis USA”) completed licensing of its phase two 
expansion at the Bellingham facility.  This latest build out which is approximately 95% complete will bring 
available tenant utilization to 55% of the permitted 10,000 square foot Tier 2 canopy capacity. 
 

• In 2017, Vodis USA signed a 15-year licensing agreement whereby the Vodis name, image and various 
Vodis-inspired designs and concepts will be used to brand, market, and sell marijuana products across 
Washington State through a product licensing and marketing agreement with a Washington State 
marijuana licensee, Premium Cannabis Producers ("PCP) (formerly, Our Church International LLC).  The 
compensation schedule, based on gross aggregate sales, ranges from US$0.34 to US$0.40 per dollar 
of Vodis branded product sold by PCP.  
 

 

http://www.sedar.com/
http://www.thecse.ca/
http://www.vodis.ca/
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Canada 

The Company seeks to produce and distribute cannabis product in Canada as permitted under of the 
Cannabis Act which came into effect on October 17, 2018.  It has applied for the category of licensed 
producer. The Company has made significant investments towards the application, including construction 
upgrades, installation of a traceability system, and training.  

The Company has upgraded its Delta facility to meet the requirements of the Cannabis act and submitted its 
confirmation of readiness package in November of 2018. The application and its support are under review by 
Heath Canada, and there can be no guarantee that the license will be granted. 

 
United States 

The Company, through Vodis USA, has invested in and develops real estate in the State of Washington for 
the purpose of serving licensed I-502 production and processing businesses. Vodis USA, Inc. 

While the Company or its subsidiaries cannot have any direct interest in the proceeds of production, 
processing or retail activities in Washington, it can license its brand, production and consulting services to 
approved State of Washington license holders. 

During the year ended March 31, 2016, Vodis USA, entered into a lease agreement. The lease agreement 
will expire the earlier of the exercise of an option to purchase or April 3, 2020.  The lease is considered a 
finance lease. Using an interest rate of 6%, the present value of the minimum lease payments and the 
payment required to exercise the option at inception was $1,757,376 (US$1,398,740)  

During the year ended March 31, 2016, Vodis USA entered into an option agreement with D&B Land Holdings 
LLC (“D&B”), whereby Vodis USA had an option to purchase the Property.  The option agreement had a term 
of 5 years.  

During the year ended March 31, 2016, Vodis USA, entered into a purchase and sale agreement with D&B, 
whereby the obligations under the purchase and sale agreement were conditional upon Vodis USA exercising 
the option agreement.  The total purchase price was to be US$1,550,000 (“Purchase Price”).  All payments 
made under the option agreement would be credited towards the Purchase Price. 

In order to keep the option agreement in good standing, Vodis USA was required to make monthly lease 
payments of US$9,404 pursuant to the lease agreement between Vodis USA and D&B.  As the Company 
was delinquent in making the lease payments, the option to purchase lapsed as at March 31, 2019 and the 
Company lost its ability to purchase the property. 
 

COMMITMENTS AND CONTINGENCIES 

Company has no material or significant commitments or contingencies. 
 

OFF BALANCE SHEET ARRANGEMENTS 

The Company has not entered into any off-balance sheet arrangements. 

 
PROPOSED TRANSACTIONS 

In the normal course of business, the Company evaluates transactions and, in some cases, makes proposals 
in these transactions.  These proposals, which are usually subject to board, regulatory and sometimes 
shareholder approvals, may involve future payments, share issuances and commitments.  These future 
obligations are usually contingent in nature and generally the Company is only required to incur the obligation 
if it wishes to continue with the transaction.  
 
FUTURE PLANS 

The Company intends to leverage its expertise in building out a successful revenue model in the State of 
Washington and use similar approaches in other states that are regulating and legalizing medical or 
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recreational marijuana use. The Company has started undertaking discussions with interested partners in 
other states. 
 
SELECTED ANNUAL INFORMATION 

The following table sets out selected annual financial information of Vodis. The Company’s annual financial 
statements are prepared in accordance with IFRS and are expressed in Canadian dollars. 

 
 
SUMMARY OF QUARTERLY RESULTS 

The following table sets out selected quarterly financial information derived from the Company’s unaudited 
condensed consolidated interim financial statements, for each of the eight recently completed quarters, which 
have been prepared in accordance with IFRS.  

 
 
RESULTS OF OPERATIONS 

Three Months Ended March 31, 2019 Compared to Three Months Ended March 31, 2018 

The net loss for the three months ended March 31, 2019 is $1,044,442 compared to $522,889 for the three 
months ended March 31, 2018, representing an increase of $521,553.  The increase in net loss is due to the 
following: 

• Impairment of U.S. assets of $2,736,454.  This is related to the impairment of the property, leasehold 
improvements and equipment of Vodis USA.  The lessor of the Bellingham property obtained a 
temporary restraining order against Vodis USA, preventing the Company or any of its agents or 
employees from removing, transferring, assigning, selling or otherwise disposing of any of the assets 
located at the property.  The Company was also issued an eviction notice due to its being delinquent 

March 31, March 31, March 31, 

2019 2018 2017

$ $ $

Rental income                         -                         -                10,354 

Operating expenses,net of share-based payments          (2,239,827)          (2,854,704)          (2,062,480)

Loss on debt settlements                         -                         -          (2,647,496)

Impairment of U.S. assets          (2,736,454)                         -                         - 

Reversal of purchase option liability           1,284,530                         -                         - 

Other items              (18,567)              (26,000)              (76,488)

Share-based payments             (497,215)             (863,304)          (1,410,323)

Other comprehensive income (loss)              (22,967)              (33,546)              (30,383)

Comprehensive loss for the year          (4,230,500)          (3,777,554)          (6,216,816)

Net loss per share, basic and fully diluted                  (0.09)                  (0.12)                  (0.27)

Total assets              741,657           3,994,249           3,703,030 

Total non-current liabilities                         -           1,602,769           1,705,135 

Shareholders’ equity (deficiency)             (987,691)              690,804              888,703 

Period

Operating 

Expenses 

Share-based 

Payments Other Items Net Loss Loss Per Share 
$ $ $ $ $

31-Mar-19             (688,473)              (33,803)             (322,166)          (1,044,442)                  (0.02)

31-Dec-18             (568,234)             (311,933)          (1,148,325)          (2,028,492)                  (0.04)

30-Sep-18             (457,119)                (3,813)                         -             (460,932)                  (0.01)

30-Jun-18             (526,001)             (147,666)                         -             (673,667)                  (0.02)

31-Mar-18             (456,159)              (40,730)              (26,000)             (522,889)                  (0.01)

31-Dec-17             (769,332)             (211,824)           -             (981,156)                  (0.03)

30-Sep-17             (960,180)              (15,297)        -             (975,477)                  (0.04)

30-Jun-17             (669,033)             (595,453)        -          (1,264,486)                  (0.04)
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in the payment of minimum lease payments. 

• An increase in depreciation of $105,392.  The Company did not depreciate the Delta facility leasehold 
improvements in the first three quarters of the year as the facility was not being used.  However, it 
was determined in the fourth quarter that depreciation is required even if the assets are idle and a 
full year of depreciation was taken on the Delta facility in the fourth quarter for all additions prior to 
2019. 

• An increase in professional fees of $44,705 related to increased legal fees related to a potential 
restructuring of the U.S. operations. 

• Rent of $36,559 incurred on the Delta facility in the current year.  The rent for the Delta facility became 
the responsibility of the Company on April 1 when a company controlled by the CEO discontinued 
use of the facility.   

• A provision for contingency of $95,056 related to a dispute with the former CEO of the Company with 
respect to how much he is owed for fees and expense recoveries. 

The increases were partially offset by the following decreases: 

• A reversal of the loss on settlement of debt of $1,148,325 that was recorded in the quarter ended 
December 31, 2018.  During the year end audit, it was determined that since the settlement of debt 
was part of a regular private placement offering the units issued to settle debt could be valued at the 
same price as that of the private placement offering. 

• A reversal of the purchase option liability of $1,284,530 related to the Company’s delinquency with 
respect to the payment of minimum lease payments resulting in the Company being in default of the 
purchase option agreement. 

• A gain on reversal of prior year payables of $76,489. 

 

Year Ended March 31, 2019 Compared to Year Ended March 31, 2018 

The net loss for the year ended March 31, 2019 is $4,207,533 compared to $3,744,008 for the year ended 
March 31, 2018, representing an increase of $463,525.  The increase in net loss is due to the following: 

• Impairment of U.S. assets of $2,736,454.  This is related to the impairment of the property, leasehold 
improvements and equipment of Vodis USA.  The lessor of the Bellingham property obtained a 
temporary restraining order against Vodis USA, preventing the Company or any of its agents or 
employees from removing, transferring, assigning, selling or otherwise disposing of any of the assets 
located at the property.  The Company was also issued an eviction notice due to its being delinquent 
in the payment of minimum lease payments. 

• Rent of $144,276 incurred on the Delta facility in the current year.  The rent for the Delta facility 
became the responsibility of the Company on April 1 when a company controlled by the CEO 
discontinued use of the facility.   

• An increase in salaries and benefits of $43,928 due to the fact that one staff member was hired in 
February 2018 and another staff member was hired in August 2018 to prepare the Delta facility for 
Health Canada approval. 

• A provision for contingency of $95,056 related to a dispute with the former CEO of the Company with 
respect to how much he is owed for fees and expense recoveries. 

These decreases were partially offset by the following: 

• A reversal of the purchase option liability of $1,284,530 related to the Company’s delinquency with 
respect to the payment of minimum lease payments resulting in the Company being in default of the 
purchase option agreement. 

• A decrease of $745,585 in consulting.  The decrease is related to consulting fees paid in the prior 
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year to former consultants for corporate financing assistance in Canada, business development in 
the U.S. and the development of extraction and derivative product methodology. 

• A decrease in shareholder communication and investor relations of $76,307 due to the engagement 
of several investor relations firms in the prior year. 

• A decrease of $366,089 in share-based payments. Although fewer stock options were issued in the 
prior year period, the stock price was much higher, and therefore the value of the stock options was 
also higher based on the Black-Scholes Option Pricing Model. 

 
LIQUIDITY AND FINANCIAL CONDITION 

The Company’s future financial success will be dependent upon being granted a producer’s licence under 
the new Access to Cannabis for Medical Purposes Regulations (“ACMPR”).  Receipt of a producer's license 
under ACMPR may take years, if granted at all, to complete, and the amount of resulting income, if any, is 
impossible to determine. 

Recent developments in the capital markets have restricted access to debt and equity financing for many 
companies. As the Company has no significant income, cash balances will continue to decline as the 
Company utilizes these funds to conduct its operations, unless replenished by capital fundraising. 

On October 19, 2018, the Company completed a private placement financing issuing 20,000,000 units at a 
price of $0.10 per unit for gross proceeds of $2,000,000.  A total of 13,775,502 units were issued for cash of 
$1,377,550 and $622,450 in debt and other payables was settled through the issue of 6,224,498 units. Each 
unit was comprised of one common share and one common share purchase warrant whereby each warrant 
entitles the holder to purchase an additional common share of the Company for a period of five years from 
the date of issue at an exercise price of $0.15 per share.  The Company incurred $14,000 in finders’ fees and 
$3,210 in share issuance costs in connection with the private placement.   

The Company has not yet realized profitable operations and it has relied on non-operational sources of 
financing to fund operations. The ability of the Company to achieve its objectives, meet its ongoing obligations 
and recover its investments in turnkey indoor production facilities and other assets will depend on 
management’s ability to successfully execute its business plan, achieve profitable operations and obtain 
additional financing, if or when required.  There is no assurance that these initiatives will be successful. 

The Company has invested in and develops real estate in the State of Washington for the purpose of serving 
licensed I-502 production and processing businesses. The Company intends to acquire real estate, retrofit 
buildings and provide production ready facilities to qualified I-502 cannabis production and processing license 
holders.  This is expected to result in rental revenue.   

 
RELATED PARTY TRANSACTIONS 

Key management personnel are the persons responsible for the planning, directing and controlling the 
activities of the Company and includes both executive and non-executive directors, and entities controlled by 
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such persons. The Company considers all directors and officers of the Company to be key management 
personnel. 

 
Transactions with related parties 

Up to March 31, 2018, the Company and its CEO were joint tenants of the Company’s Delta Facility.  During 
the year ended March 31, 2018, a company controlled by the CEO utilized a portion of this facility in exchange 
for paying all costs associated with the lease of the facility.   
 
The following are transactions carried out with related parties: 

 
During the year ended March 31, 2019, the Company issued 1,426,416 common shares and 1,426,416 
warrants to the former CEO to settle a loan of $57,500 and to repay expenses of $85,142 incurred by the 
former CEO on behalf of the Company. The Company also issued 948,100 common shares and 948,100 
warrants to the CFO to pay for consulting fees of $26,501 and to repay expenses of $68,309 incurred by the 
CFO on behalf of the Company. Each warrant entitles the holder to purchase an additional common share of 
the Company at a price of $0.15 for a period of five years from the date of issue.   

Key management compensation 

Key management includes directors (executive and non-executive) and senior officers of the Company. The 
compensation paid or payable to key management for employee services is shown below: 

 

Receivables from related parties 

 

March 31, 2019 March 31, 2018

A law firm in which David Otto, a former director of the Company’s 

subsidiary, is a partner, for legal expenses  $           103,235  $             46,496 

A company controlled by the former CEO of the Company for leasehold 

improvements                 35,000                        -   
Roy Lentz, a former director of the Company's subsidiary, for accounting

fees                   7,215                        -   

Plamen Ovagemov, a former director of the Company, for construction of

leasehold improvements               207,313               218,731 

A company controlled by the former CEO of the Company regarding 

capital asset use, for depreciation expense                        -   144,929

The former CEO of the Company, for interest on a loan payable                   3,000                   6,000 

 $           355,763  $           416,156 

Period ended
March 31, 2019 March 31, 2018

The former CEO of the Company, for consulting expenses  $           180,000  $           183,300 

A company controlled by the CFO of the Company, for consulting 

expenses               180,000 406,155

Plamen Ovagemov, a former director of the Company, for consulting

expenses               181,407 183,197

Derek Good, a former director of the Company for consulting expenses                        -   61,576

Share-based payments               357,615 459,420

 $           899,022  $        1,293,648 

March 31, 2019 March 31, 2018

Due from a company controlled by the CEO of the Company  $              10,000  $              10,000 
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Accounts payable to related parties 

 
Amounts due from and to related parties are unsecured, non-interest bearing and due on demand. 

The former CEO does not agree with the amount recorded by the Company as owing to him and, as such, 
the Company has recorded a provision for contingency in the amount of $95,056.   

 
OUTSTANDING SHARE DATA 

The authorized share capital of the Company is an unlimited number of common shares, without par value.  

As at the Report Date, there were 59,559,051 (March 31, 2018 – 38,959,051) common shares, 37,493,785 
warrants and 5,250,000 stock options outstanding. 
 
As at the Report Date, the following stock options were outstanding: 

 
Exercise Price  

Number of Shares  
Issuable on Exercise 

 
Expiry Date 

$0.48 212,500 November 26, 2020 
$0.76 125,000 January 6, 2021 
$0.18 375,000 September 14, 2021 
$0.42 150,000 April 4, 2022 
$0.40 1,387,500 April 20, 2022 
$0.40 150,000 May 30, 2022 
$0.26 60,000 November 10, 2022 
$0.42 100,000 December 13, 2022 
$0.38 65,000 March 6, 2023 
$0.39 82,500 March 12, 2023 
$0.27 225,000 April 19, 2023 

$0.265 115,000 April 24, 2023 
$0.12 1,977,500 November 21, 2023 
$0.14 225,000 January 11, 2024 

 5,250,000  

 

As at the Report Date, the following warrants were outstanding: 

 
Exercise Price  

 
Number of Shares  

 
Expiry Date 

$0.45 714,285 October 18, 2019 
$0.35 493,500 October 27, 2019 
$0.72 187,500 July 30, 2020 
$0.32 4,577,000 November 9, 2021 
$0.32 3,461,500 December 7, 2021 
$0.33 8,060,000 December 12, 2022 
$0.15 20,000,000 October 19, 2023 

 37,493,785  

 
 

March 31, 2019 March 31, 2018

Due to Martin Davis, LLP, a company in which David Otto, a director of 

the Company’s subsidiary, is a partner, for legal expenses  $            142,702  $              55,028 

Due to the CEO of the Company                136,300                  56,054 

Due to Derek Good                           -                  50,000 

Due to the CFO or companies controlled by the CFO                  64,309                  53,263 

Due to Plamen Ovagemov                  78,733                  42,448 

Provision for dispute with former CEO                  95,056                           - 

 $            517,100  $            256,793 
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RESULTS OF OPERATIONS FROM PREVIOUS FINANCINGS 

 

MANAGEMENT OF CAPITAL 

The Company’s objective when managing capital is to safeguard its ability to continue as a going concern in 
order to provide returns for shareholders and benefits for other stakeholders and to maintain optimal capital 
structure to reduce to the cost of capital. The Company’s capital is composed of equity in the statement of 
financial position. 

The Company is not subject to externally imposed capital requirements. In managing capital structure, the 
Company manages its capital through regular reports to the Board of Directors, as well as management 
review of monthly or quarterly financial information. The Company issues new equity financing as needed 
and available. Additional information relating to capital management is given in the nature and continuance 
of operations in Note 1 of the financial statements. 
 
FINANCIAL INSTRUMENTS 

The Company is exposed to various financial instrument risks and assesses the impact and likelihood of this 
exposure.  These risks include liquidity, credit, currency, interest rate, and price risks.  Where material, these 
risks are reviewed and monitored by the Board of Directors. 
 
 

Date of Private 

Placement

Gross 

Proceeds Prior Disclosure Actual Spent Remaining Variance

November 2016* $1,300,390

Proceeds to be used for further 

expansion into Washington State, 

USA and general working capital 

purposes. $1,300,390 $0 $0

October 17, 2017 $400,000

Proceeds to be used for general 

working capital and corporate 

purposes. $400,000 $0 $0

October 27, 2017 $95,200

Proceeds to be used for general 

working capital and corporate 

purposes. $95,200 $0 $0

December 12, 2017** $2,015,000

Proceeds to be used to complete the 

expansion of the facility in 

Bellingham, Washington and the 

process of upgrading the Delta, BC 

location and for general working 

capital and corporate purposes $2,015,000 $0 $0

October 19, 2018*** $2,000,000

Proceeds to be used to complete the 

expansion of the facility in 

Bellingham, Washington and the 

process of upgrading the Delta, BC 

location, equipment purchases and 

for general working capital and 

corporate purposes $2,000,000 $0 $0

*The Company used the net proceeds for expansion of the Bellingham facility and for working capital 

**The Company used the net proceeds for completion of 80% of the Bellingham facility, required upgrades to the Delta

   facility and for working capital

***The Company used the net proceeds to further the expansion of the Bellingham facility and the required upgrades to the Delta

    facility and for working capital



 Management’s Discussion and Analysis  
Vodis Pharmaceuticals Inc. 

March 31, 2019 

 

Page 9 

Liquidity Risk 

Liquidity risk is the risk that the Company will not be able to meet its obligations associated with its financial 
liabilities. The Company has historically relied upon equity financings to satisfy its capital requirements and 
will continue to depend upon equity capital and possibly loans to finance its activities. The Company manages 
liquidity risk through its capital management as outlined above. Management has assessed liquidity risk as 
high. 
 

Credit Risk 

Credit risk is the risk of potential loss to the Company if the counterparty to a financial instrument or customer 
contract fails to meet its contractual obligations.  The Company’s credit risk is primarily attributable to its liquid 
financial assets including cash and receivables.  The Company limits exposure to credit risk on liquid financial 
assets through maintaining its cash with high-credit quality financial institutions.  The Company is directly 
exposed to credit risk from its receivables. The Company’s maximum exposure to credit risk is limited to the 
carrying amount of financial assets recognized as at March 31, 2019. The majority of the Company’s cash is 
held with major Canadian based financial institutions. Management has assessed credit risk as low. 
 
Currency Risk 

Currency risk is the risk that the fair values of future cash flows of a financial instrument will fluctuate because 
they are denominated in currencies that differ from the respective functional currency.   

The Company and its subsidiaries did not enter into significant transactions that were not denominated in 
their functional currencies and is therefore not expose to currency risks.   
 
The Company has not entered into any agreements or purchased any instruments to hedge possible currency 
risks at this time.  Management has assessed currency risk as low. 
 
Interest Rate Risk 

Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate due 
to changes in market interest rates. Current cash is generally not exposed to interest rate risk because of its 
short-term maturity.  The Company’s other financial instruments have interest at fixed rates.  Management 
has assessed interest rate risk as low.  
 

Price Risk 

Equity price risk is defined as the potential adverse impact on the Company’s earnings due to movements in 
individual equity prices.  The Company is not exposed to price risk.  
 
Fair Value 

The Company classifies its fair value measurements in accordance with the three-level fair value hierarchy 
as follows:  

Level 1 – Unadjusted quoted prices in active markets for identical assets or liabilities;  
Level 2 – Inputs other than quoted prices that are observable for the asset or liability either directly or 
   indirectly; and  
Level 3 – Inputs that are not based on observable market data. 
 
The fair value of cash is based on level 1 of the fair value hierarchy.  
 
RISK AND UNCERTAINTIES 

Risk is inherent in all business activities and cannot be entirely eliminated. Our goal is to enable the 
Company’s business processes and opportunities by ensuring that the risks arising from our business 
activities, the markets and political environments in which we operate is mitigated.  The risks and uncertainties 
described in this section are considered by management to be most important in the context of the Company’s 
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business. The risks and uncertainties described are not inclusive of all the risks and uncertainties the 
Company may be subject to and other risks may apply.  
 

Grant of license  

The Company has applied for a license from Health Canada to become a licensed producer (“License”) under 
the ACMPR. In order to satisfy the requirements for the final grant of the License, the Company must 
complete certain milestones to the satisfaction of Health Canada. The completion of these milestones may 
take longer than planned and cost more than the amount the Company has budgeted. In addition, there is 
no assurance that the Company will be granted the License, and this would materially adversely affect the 
Company’s operations and the Company would need to revise its business plan accordingly.  
 
License requirements  

Under the ACMPR a producer must: 
 

1. submit an application in the required form with all sections completed.  
2.  obtain security clearance for all senior and responsible individuals involved with the Company and who 

will work at the proposed site.  
3. the proposed site for operations must be located in indoors, be used exclusively by the producer and 

comply with all the technical details of the Production Security and the Physical Security directives 
stipulated under the requirements of ACMPR. This includes requirements such as constant visual 
monitoring and recording, perimeter security and access control, and intrusion detection, monitoring 
and reporting.  

4. contact and notify the local police force, fire authority and government of the producer’s intention to 
submit an application.  

5. identify and submit documentation attesting to the training, experience and technical knowledge of the 
person designated to assure the quality of the dried marijuana before it is made available for sale.  

6. provide a report establishing that the buildings, equipment and sanitation program comply with the 
regulatory requirements.  

7. describe, in details, the reporting system to be used to meet the reporting requirements of Health 
Canada.  

8. prior to the grant of the License the producer must obtain the approval of Health Canada to a pre-
licence compliance inspection. 

 
The Company submitted an application to Health Canada in the required form and on January 15, 2014 
received a letter from Health Canada indicating compliance of the Vodis application to the above producer 
requirements upon the implementation of the planned cultivation, storage, security and security systems 
proposals and verification of the receipt of the required security clearances.  
 
The Company has no operating history and an evolving business model  

The Company has no operating history under the new License regime and its business model is still evolving. 
The Company’s ability to continue as a going concern is dependent upon its ability to obtain adequate 
financing and to reach profitable levels of operations but the Company has no proven history of performance, 
earnings or success. There can be no assurance that the Company will achieve profitability or obtain future 
financing.  
 
Uncertain demand  

Demand for the Company’s medical marijuana products and turnkey indoor production facilities is dependent 
on a number of social, political and economic factors that are beyond its control. While the Company believes 
that demand for the Company’s products and facilities will continue to grow, there is no assurance that such 
demand will exist or that the Company’s products and facilities will be purchased to satisfy such demand.  
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Competition  

The Company operates in a highly competitive marketplace with various competitors. Increased competition 
may result in reduced gross margins and/or loss of market share, either of which would seriously harm its 
business and results of operations. Management cannot be certain that the Company will be able to compete 
successfully against current or future competitors or that competitive pressure will not seriously harm its 
business. Some of the Company’s competitors are much larger and have greater access to capital, sales, 
marketing, and other resources. These competitors may be able to respond more rapidly to new regulations 
or devote greater resources to the development, promotion and sale of their products than the Company can. 
Furthermore, some of these competitors may make strategic acquisitions or establish cooperative 
relationships among themselves or with third parties in the industry to increase their ability to rapidly gain 
market share.  
 
Reliance on key personnel 

To date, the Company has been dependent on a relatively small number of key officers and employees. The 
Company’s senior executives have experience in the industry and with the Company’s business, products 
and customers. The loss of knowledge of the Company’s operations, management expertise and technical 
proficiency as a result of the loss of one or more members of the Company’s core management team, could 
result in a diversion of management resources or a temporary executive gap, or negatively affect the 
Company’s ability to develop and pursue other business strategies, which could materially adversely affect 
the Company’s business and/or financial results.  
 
Share price and volume volatility 

The Company’s common shares may be affected by limited or sporadic trading volumes, which may affect 
its shareholders' ability to sell the Company’s common shares. The Company’s share price may be volatile 
and could be subject to wide fluctuations due to a number of factors including the risk factors described in 
this MD&A. In addition, broad fluctuations in the financial markets as well as economic conditions may 
adversely affect the market price of the Company’s common shares.  
 
Fluctuation in operating results  

The Company may experience fluctuations in future quarterly operating results that may be caused by many 
factors, including but not limited to: (i) variability of sales to new and existing customers; (ii) changes in the 
level of marketing and other operating expenses; (iii) competitive factors; (iv) variability of properties to new 
and existing tenants; and (v) the timing of delivery. Consequently, the Company believes that period-to-period 
comparisons of its operating results will not necessarily be meaningful and should not be relied upon as an 
indication of future performance. It is likely that the Company’s future quarterly operating results from time to 
time will not meet the expectations of securities analysts or investors, which may have a material adverse 
effect on the market price of the Company’s common shares. Until the point where the Company is able to 
generate and predict continued positive cash flows from recurring revenue, it faces risk in utilizing its existing 
cash resources and potentially requiring further cash infusions from investors to maintain its operations.  
 
Disaster recovery  

The Company’s sales operations are highly automated, and a disruption or failure of its web site systems 
may delay its ability to complete sales and to provide services. A major disaster or other catastrophic event 
that results in the destruction or disruption of any of the Company’s critical business or information technology 
systems could severely affect its ability to conduct normal business operations. This possible disruption may 
materially and adversely affect the Company’s future operating results.  
 
Risks inherent in the investment properties may adversely affect our financial performance 

Investment properties are generally subject to numerous factors and risks, including changes in general 
economic conditions, local economic conditions, the attractiveness of properties to potential tenants or 
purchasers, competition with other landlords with similar available space, and the ability of the owner to 
provide adequate maintenance at competitive costs. 
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Environmental contamination on properties may expose us to liability and adversely affect our 
financial performance 

The properties may contain ground contamination, hazardous substances, wartime relics (including 
potentially unexploded ordnance) and/or other residual pollution and environmental risks. Buildings and their 
fixtures might contain asbestos or other hazardous substances above the allowable or recommended 
thresholds, or the buildings could bear other environmental risks. This possible contamination may materially 
and adversely affect the Company’s future operating results. 
 
Financing risks, leverage and restrictive covenants may limit our ability for growth 

Investment properties are capital intensive. The Company will require access to capital to maintain the 
Property, as well as to fund the Company’s growth strategy and significant capital expenditures from time to 
time. There is no assurance that capital will be available when needed or on favourable terms. Failure to 
access required capital could adversely impact the Company’s future operating results. 

A high level of indebtedness increases the risk that the Company may default on the Company’s debt 
obligations. The Company’s ability to make scheduled payments of the principal of, or interest on, and to 
otherwise satisfy the Company’s debt obligations depends on future performance, which is subject to the 
financial performance of the Property, prevailing economic conditions, prevailing interest rate levels, and 
financial, competitive, business and other factors, many of which are beyond the Company’s control.  
 
United States federal law prohibits production and sale of marijuana 

Marijuana remains illegal under U.S. federal law and the approach to enforcement of U.S. federal laws against 
marijuana may be subject to change, enforcement of relevant laws is a significant risk. The Company cannot 
be directly involved in the production of marijuana. As a provider of turnkey facilities, branding and marketing, 
the Company is not in violation of current regulations. Were the regulations or their interpretation to change, 
the Company may have to change its strategy. The Company conducts itself in a manner consistent with 
U.S. federal and state enforcement priorities. The Company’s U.S. facility has been built to state requirements 
and is run in accordance with the related licensing requirements and the regulatory framework enacted by 
Washington State. 
 
Specific risks related to the U.S. business 

Give the federal illegality of marijuana, the Company faces the risk that services providers such as national 
banks, insurers, service or key input providers may cease to do business with the Company.  In addition, this 
may significantly curtail interest in and the liquidity of the Company’s securities, thereby limiting its ability to 
raise capital and operate in the U.S.  Currently there is limited investment from US persons. 

The Company has retained the legal services of Martin Davis LLP USA.  The firm has rendered an opinion 
that the Company’s activity in Washington State are compliant with the state regulation.  The potential 
exposure and implications from U.S. federal law are not quantified at this time, other than its possible for the 
title of all US assets to be in question where the Federal laws to be enforced in Washington.  It is estimated 
that this would be a loss of all US investments and receivables from the Company’s US subsidiary. 
 
Investments in, and profits and cash flows from, properties may be lost in the event of uninsured or 
underinsured losses to properties or losses from title defects 

The Company carries insurance with limits which are typically obtained for similar real estate investments. 
There are, however, certain types of risks (generally of a catastrophic nature such as from war or nuclear 
accident) which are uninsurable under any insurance policy. Furthermore, there are other risks that are not 
economically viable to insure at this time.  Should an uninsured or underinsured loss occur, the Company 
could lose its investment in, and anticipated profits and cash flows from the Company’s Property. The 
Company does not carry title insurance on the properties. If a loss occurs resulting from a title defect with 
respect to a property where there is no title insurance or where the loss is in excess of insured limits, the 
Company could lose all or part of our investment in, and anticipated profits and cash flows from, such 
property. 
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Information technology interruptions or breaches 

The Company’s business operations are managed through a variety of information technology systems. 
These systems govern all aspects of its operations. While the Company has implemented a number of 
measures to keep its technology systems fully operational and to mitigate the risks associated with a failure 
of its systems, the Company’s systems are subject to damage or interruption from power outages, computer 
and telecommunications failures, computer viruses, cyber-attacks, security breaches, catastrophic events 
such as fires, floods, earthquakes, tornadoes, hurricanes, acts of war or terrorism, and usage errors by its 
employees. If the Company’s information technology systems are damaged or cease to function properly, 
the Company may have to make a significant investment to fix or replace them and the Company may suffer 
loss of critical data and interruptions or delays in its operations in the interim. Any material interruption in its 
information technology systems could have a material adverse effect on the Company’s business, prospects, 
financial condition, results of operations and cash flows. 
 
Conflicts of interest  

Certain of the directors, officers and other members of management of the Company serve (and may in the 
future serve) as directors, officers and members of management of other companies and therefore, it is 
possible that a conflict may arise between their duties as a director, officer or member of management of the 
Company and their duties as a director, officer or member of management of such other companies. The 
directors and officers of the Company are aware of the existence of laws governing accountability of directors 
and officers for corporate opportunity and requiring disclosures by directors of conflicts of interest and the 
Company will rely upon such laws in respect of any directors’ and officers’ conflicts of interest or in respect 
of any breaches of duty by any of its directors or officers. All such conflicts will be disclosed by such directors 
or officers in accordance with the BCBCA and they will govern themselves in respect thereof to the best of 
their ability in accordance with the obligations imposed upon them by law. 
 
CHANGES IN ACCOUNTING POLICIES AND CRITICAL ACCOUNTING ESTIMATES 

Significant Accounting Estimates and Judgments 

The preparation of the consolidated financial statements requires management to make certain estimates, 
judgments and assumptions that affect the reported amounts of assets and liabilities at the date of the 
financial statements and reported amounts of expenses during the reporting period. Actual outcomes could 
differ from these estimates. The consolidated financial statements include estimates which, by their nature, 
are uncertain. The impact of such estimates is pervasive throughout the financial statements and may require 
accounting adjustments based on future occurrences. Revisions to accounting estimates are recognized in 
the period in which the estimate is revised and future periods if the revision affects both current and future 
periods. These estimates are based on historical experience, current and future economic conditions and 
other factors, including expectations of future events that are believed to be reasonable under the 
circumstances. 

Critical accounting estimates 

Significant assumptions about the future and other sources of estimation uncertainty that management has 
made at the financial position reporting date, that could result in a material adjustment to the carrying amounts 
of assets and liabilities, in the event that actual results differ from assumptions made, relate to, but are not 
limited to, the following: 

1. Inputs used in valuing investment properties: The fair value of the investment properties is 
 determined by management, using the fair value of the finance lease property, or if lower, the present 
 value of the minimum lease payments at the inception of the lease. Changes in the input assumptions 
 can materially affect the fair value of the investment properties. 

2. Inputs used in the accounting for share-based payments expense in the consolidated statements of 
 comprehensive loss: Management uses the Black-Scholes Pricing Model for valuation of share-
 based interest rate and forfeiture rate. Changes in the input assumptions can materially affect the 
 fair value estimate and the Company’s results and equity reserves. 



 Management’s Discussion and Analysis  
Vodis Pharmaceuticals Inc. 

March 31, 2019 

 

Page 14 

3. Inputs used in the accounting for finders’ warrants in share capital and equity reserves: Management 
 uses the Black-Scholes Pricing Model for valuation of finders’ warrants, which requires the input of 
 subjective assumptions including expected price volatility, interest rate and forfeiture rate. Changes 
 in the input assumptions can materially affect the fair value estimate and the Company’s results and 
 equity reserves. 

Critical accounting judgments 

The following are key assumptions concerning the future and other key sources of estimation uncertainty that 
have significant risk of resulting in a material adjustment to the carrying amounts of assets and liabilities 
within the next financial year. 

1. Going concern of operations: The financial statements have been prepared on a going concern basis, 
which assumes that the Company will be able to realize its assets and discharge its liabilities in the 
normal course of business for the foreseeable future. The assessment of the Company’s ability to 
source future operations and continue as a going concern involves judgement. Estimates and 
assumptions are continually evaluated and are based on historical experience and other factors, 
including expectations of future events that are believed to be reasonable under the circumstances. 
If the going concern assumption is not appropriate for the financial statements, then adjustments 
would be necessary in the carrying value of assets and liabilities, the reported revenue and expenses 
and the statement of financial position classifications used. 

2. Lease Contracts: The Company has entered into commercial property leases on its investment 
 property portfolio. The Company makes judgments in determining whether certain leases, particularly 
 those leases with long contractual terms, are operating or finance leases. The Company must assess 
 each lease separately against land and building. The Company has determined that all of its leases 
 of land and buildings are operating leases. 

3. Determination of provisions for income taxes and the recognition of deferred income taxes: In 
 assessing the probability of realizing deferred tax assets, management makes estimates related to 
 the expectation of future taxable income, applicable tax opportunities, expected timing of reversals 
 of existing temporary differences and the likelihood that the tax position taken will be sustained upon 
 examination by applicable tax authorities. In making its assessments, management gives additional 
 weight to positive and negative evidence that can be objectively verified. 
 

Accounting Standards Issued But Not Yet Applied 

Leases 

The following standards have been issued but are not yet effective:  

IFRS 16 Leases is a new standard which sets out the principles for the recognition, measurement, 
presentation and disclosure of leases for both the lessee and the lessor. It introduces a single lessee 
accounting model that requires the recognition of all assets and liabilities arising from a lease. This standard 
has an effective date of January 1, 2019. 

The Company has a lease at its Delta facility and therefore the adoption of the new standard is expected to 
have a material impact on the financial statements.  The Company will be required to record the fair value of 
the future lease payments of $10,800 per month as an asset and liability in its statement of financial position.   

 

INTERNAL CONTROLS OVER FINANCIAL REPORTING 

Management has designed internal controls over financial reporting to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external purposes 
in accordance with IFRS. The design of the Company’s internal control over financial reporting was assessed 
as of the date of this Management Discussion and Analysis. 

Based on this assessment, it was determined that certain weaknesses existed in internal controls over 
financial reporting. As indicative of many small companies, the lack of segregation of duties and effective risk 
assessment were identified as areas where weaknesses existed. The existence of these weaknesses is to 
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be compensated for by senior management monitoring, which exists. Management will continue to monitor 
very closely all financial activities of the Company and increase the level of supervision in key areas. It is 
important to note that this issue would also require the Company to hire additional staff in order to provide 
greater segregation of duties. Since there is insufficient work at this time to warrant the additional costs, 
management has chosen to disclose the potential risk in its filings and proceed with increased staffing only 
when the budgets and work load will enable the action. The Company has attempted to mitigate these 
weaknesses, through a combination of extensive and detailed review by management of the financial reports, 
the integrity and reputation of senior accounting personnel, and candid discussion of those risks with the 
audit committee.  
 
MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS  

Information provided in this report, including the financial statements, is the responsibility of management. In 
the preparation of these statements, estimates are sometimes necessary to make a determination of future 
value for certain assets or liabilities. Management believes such estimates have been based on careful 
judgments and have been properly reflected in the accompanying financial statements. Management 
maintains a system of internal controls to provide reasonable assurances that the Company’s assets are 
safeguarded and to facilitate the preparation of relevant and timely information. 
 
APPROVAL 

The Board of Directors of the Company has approved the disclosure contained in this MD&A. A copy of this 
MD&A will be provided to anyone who requests it. 
 


